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introduction 

the science of Economics is often sadly maligned 
and its nature frequently misunderstood. is 
accused on the one hand of being obscure and 
oir~the other hand, of being commonplace. It is 
generally criticised for failing to be of any practical 
use in the solution of urgent world problems. 

A small book must of necessity be full o 

omissions, but I hope that this b " ef f en "^ 
outline of the subject-matter of Economics will 
help to explain its importance in the modern 
worid and stimulate an interest in the science 
that will lead to its true and proper apprec.at.om 

Mv object will have been achieved if my 
readers find from a study of this little book that 
Economics can help them to a clearer understand¬ 
ing Of many problems with which tliey aj faced, 
both as individuals and as citizens. become 
hone that some of them, at least, 
sufficiently interested in the subject to con mue 
their investigations, I have appended a bib 
Sby °f larger works to which they can usefully 

refer * s. Evelyn Thomas. 
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CHAPTER I 

WHAT IS ECONOMICS ? 

^,1 -■* 

If we could take an instantaneous photograph of 
the activities of men and women at say i a^ 

on any business day, we should see that the 
majority were engaged in one or other of a great 
variety of different occupations. We should see 

Should see teachers in their 

ISfSSSS 

W °A k 'little reflection would show us that the 

xESs * 
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the same time contributing to the production of 
goods or services needed by other members of the 
community. 

The Economic System 

This process of earning one's living by producing 
goods and services for the community is known as 
economic activity. And the whole sum of economic 
activities—the complex structure or mechanism 
whose many parts work harmoniously together 
without a conscious guiding authority—is known 
as the economic system. 

The economic system is so bound up with our 
lives that we are apt to take it very much for 
granted. But when the system is dislocated for 
any reason, when a strike leaves us without coal, 
or a war makes it difficult for us to get food, we 
become painfully conscious of the economic aspect 
of life. We are then compelled to think of the 
amazingly intricate system in which we work and 
by which we live. Then we begin to wonder why 
things are not going right and why we have to 
suffer because of conditions with which we have 
little or no apparent connection. It is here that a 
knowledge of Economics helps us to understand 
the situation and to see ourselves as part of a most 
complex economic organisation. 

Although the economic system is thus of para¬ 
mount importance in our everyday life, very few 
of us ever bother to learn something about it. 
Yet it is just as important that we should under¬ 
stand something about Economics, which sheds 
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UgWt on our and^ven^f 

stand t e mai P P men and women we are 
religion. If as aim scheme of 

to understand our position m tae g ^ ^ a 

things, we should know why occupa tion, how 

Uvin g , why we enter a partic f ^ the 

we regulate the spe . the g00 ds we 

organisation invo ve £ produced abroad 

need, the way m bailable for us as con- 

and at home are m determine the 

sumers, and the P-^ ^^l^ All such 
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science of Economics. 

The Problem of Choice 

Briefly, then. ^^°«ou, 

Show how they work_and fit^toget 
harmonious whole. ordinary, business, 

‘t^ufX-- to e X p.a d in v the working of 

"--His** 

tion, and no need or d without effort; 

if all our wants could without 

if we could get food, c for these 

first having to earn the fortunate 

things. Not many of us, howev 
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enough to get such things for nothing; most of 
us have to work to obtain the “ means ’ to 
buy them; we have to work to “earn our 
living 

Even the living we earn enables few of us to 
acquire all the things we would like to acquire. 
You might want an aeroplane, I might like a grand 
piano. But most of us have only limited means. 
In return for our labour we have only a certain 
amount of money placed at our disposal. Natur¬ 
ally, therefore, we try to spend our earnings so as 
to get the greatest satisfaction out of them. We 
allocate them to buying food and clothes; to 
paying our rent, rates and insurance; to meeting 
our travelling and holiday expenses. We have 
many things to do with our wages and they are 
rarely large enough to buy all the things we need. 
Most of us, unfortunately, have to do without 
many things we should like to have. You may 
have to do without a holiday so that you can buy 
a winter coat; I may have to go without certain 
luxuries so that I can buy a house. Some people 
cut down beer expenses in order to go to the 
cinema; others stint themselves on clothes so as 
to bo able to run a car. 

Thus we and all our fellows are continually 
weighing up our want for one thing against our 
want for another, considering one form of ex¬ 
penditure against another, wondering whether to 
spend the odd pound note on a new hat or a new 
picture, on a new rug or a new bedspread. 

Our tune, too, is limited. We have not time to 
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do all the things we want to do. We have, there- 
fore to allot so much of our time to working so 
much to eating, so much to sleeping, so much to 
leisure- and, of course, the time we devote 
to one purpose is not available for another 

purpose. 

The Economy of Resources 

The Economist sums up this position in the 
statement that man is constantly confronted with 
the problem of choice. Whether at home or ** 
business, he is constantly “ economising m one 
direction or another. If there were no need for 
choosing if we all had as much tune and as ample 
resources as we wanted, there would be no need 
for “ economising " and no economic problems 
would arise. But as things are, because our time 
and our means are limited and because there are 
alternative ways in which we can use them, we 
are continually being faced with economic prob¬ 
lems We are continually considering how to 
allocate or "economise” our resources and our 
time so as to get the most satisfaction from them. 
A^d such problems have to be faced as much by a 
Robinson Crusoe, cast away on a desert ,s and with 
but a few implements and httle food, as by the 
managing director of a great modern business, 

the controller of a great railway. 

Doctor or lawyer, business man or ma ™ 
facturer clerk or consumer-each is confronted 
With the need for making a choice Young 
doctors have to decide whether to go into general 
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practice or to spend more money on their training 
and so become “ specialists ” in a particular 
branch of their profession. Manufacturers have 
to choose between different types of possible 
products and have to apportion their money on 
machinery, raw material and labour so as to reap 
the greatest benefit from their expenditure. 
Consumers, too, have to decide how to lay out 
their money to the best advantage : whether to 
buy fish or meat, bread or potatoes, new clothes or 
new curtains, and in what quantities to buy any 
such goods as they need from time to time. 

Such decisions by producer and consumer are 
being made so frequently that they are largely 
automatic and subconscious. Yet the nature and 
the extent of economic activity are determined 
by these decisions. The choice between alternatives 
is the very foundation of the economic system. 

The System of Private Enterprise 

Our economic structure is based on the system of 
private enterprise. This implies two main condi¬ 
tions . first, that all property can be privately 
owned; and, secondly, that people are economic¬ 
ally free, i.e., subject to obedience to the law, 
they are free to use their time and means as 
they like. 

In this country, people own private property 
in numerous forms and varying amounts : some 
people own a house; other people own a house 
and a car; some fortunate few have houses, cars 
and yachts; others own factories, machines. 
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dividual is free to earn his living as he likes, 
to buy and sell as he likes, to use his factory and 
machines to produce what he likes, and to compete 
with his fellows. But in all such activities his free¬ 
dom is subject to restrictions imposed by the State 
for the general good. If a man wishes to build a 
house or a shop, he must submit his plans to the 
local authority; if he wishes to sell milk or meat, 
he must conform with certain State regulations; 
if he wishes to be a doctor or a lawyer, he must 
submit to a certain training and comply with the 
rules that govern those professions. 

This system of economic freedom and private 
enterprise does not preclude the possibility of 
State or municipal enterprise. A State telephone 
system can function in one area and a private tele¬ 
phone system in another; the gas company in my 
home town may belong to the local authority, 
whereas in your town it may be owned by a group 
of private people. Economic freedom implies, 
however, that any public undertaking. State or 
municipal, shall be governed by the same law of 
contract as applies to the private individual. 

Our economic system, therefore, is one of 
comparative freedom: the freedom of the in¬ 
dividual, whether acting alone or in conjunction 
with others, is restricted by the standards set up 
by Society to ensure the welfare of the community 
as a whole. 

Economic Laws 

It is the task of the Economist to examine and 
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classify the complicated workings of the economic 
system so as to reduce them to some orderly 
pattern for convenience of study and further in¬ 
vestigation. When his researches reveal uni¬ 
formities of behaviour or action, he is able to 
formulate Economic Laws, which are statements 
that, given certain causes in the economic sphere, 
certain effects are likely to follow. 

An economic law is not like a statutory law. It 
is not a command that must be obeyed under 
penalty. It is a statement of a tendency that can 
be expected to work out in certain circumstances. 
As all economic questions involve human action, 
and as human nature is so variable, the same 
circumstances might not arise in a given case, 
and the expected tendency will then not work out. 
Thus economic laws cannot be rigid or permanent. 
If other things are equal, a certain result can be 
expected to follow a certain set of conditions; 
but the conditions may change, other conditions 
may intervene, and the expected result will not 
appear. 

From his observations, the Economist knows 
that, other things being equal, a shortage in the 
supply of an article causes a rise in its price. 
Hence, he is able to say that if there is a shortage of 
food, prices may be expected to rise and only the 
richer people will be able to get supplies. But 
other things may not be equal. I he Government 
may fix maximum prices for food and may ration 
supplies so that the poor and rich have an equal 
chance of getting what they need. Then the 
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expected rise in price will not take place. This 
does not mean that the economic law is wrong, but 
that its working is checked because other things 
are not equal. In just the same way, the law of 
gravity is not proved wrong because a balloon goes 
up in the air. 

The Utility of Economics 

The Economist serves a useful purpose in 
Society because his power of prediction , based on his 
study and investigation of the economic system, 
enables him to point out the dangers of a certain 
line of conduct. As a scientific investigator, he 
does not approve or disapprove of such conduct; 
his job is to analyse facts, to explain the working 
of the economic system, and to point out what will 
happen if certain lines of conduct are followed. 
He can show that a war causes economic loss and a 
wasteful use of economic resources; but as an 
Economist, he cannot say whether, in any given 
situation, war is advisable or not. War involves 
many non-economic issues which are matters for the 
Statesman and Diplomat, not for the Economist. 

The Economist can explain why the wages of 
engineers are usually high in comparison with the 
wages of dustmen; but the boy leaving school, or 
his parents, must choose whether he is to be a 
dustman or to become an engineer. 

A study of Economics thus serves a useful 
purpose in modem life. By giving us facts and 
showing us what may be expected to be the out¬ 
come of certain lines of conduct, it helps us to 
decide which of several alternatives to choose. 
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We ourselves have to make the choice; but our 
problems are made easier and we can ohoose more 
rationally if we know what consequences to expect 
from our conduct. A study of Economics helps us 
to choose wisely and avoid many pitfalls in arrang 
ng our economic affairs. It enables us to under- 
stfnd how the economic system works andjo 
realise our own position in that system, 
arms us with specialised knowledge which we can 
use when we have to bring judgment to beacon 

tariffs on imports or the granting of subsidies to 
certain industries. 



CHAPTER II 

WANTS: THE MAINSPRING OF EFFORT 


The economic system exists to provide the food, 
clothes, shelter and other things we require to 
satisfy our wants. This power or characteristic 
of satisfying a want is called utility. 

Utility 

Utility expresses the relationship between a 
consumer and a commodity. It implies that the 
consumer requires the commodity for some pur¬ 
pose or other. But utility is quite distinct from 
usefulness, which implies that something is bene¬ 
ficial. Poison gas cannot be said to be useful; 
it is definitely harmful to mankind; yet it has 
utility because it satisfies the want of a belligerent 
power for a weapon with which to attack and 
destroy its enemies. 

It follows, therefore, that the utility of a com¬ 
modity varies as between different people. A 
pacifist has no use for poison gas or explosive 
bombs; meat has no utility for a vegetarian; 
some people do not like pineapple. Utility also 
varies at different times. Arms are much more 
urgently wanted in times of war than in times of 

peace. People want coal far more in winter 
than they do in summer. 
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Diminishing Utility 

The utility of commodities varies also accor 
ing to the quantity that is available to the con¬ 
sumer. In general, the more a man has of a 
thing the less he wants more of it. In other 
words, the utility of additional touts of a com¬ 
modity to any consumer decreases as the consumer 

stock of that commodity increases. 

Consider the position of a man in regard to 
suits of clothes. In this country, he must ha e 
one suit at least if he is to go out of doors at all. 
This suit will have considerable utility. It is 
possible that half a dozen additional suits wi 
still afford him a good deal of pleasure ; but each 

extra suit he buys gives him less s “ Us f“ Ct ‘°* th “ 
he obtained from the previous suit he bought. He 
may buy several suits and keep one for day time, 
one y for evening wear, one for golf, one for motor¬ 
ing one for gardening, and so on. But the more 
sufts he has of any particular kind _thei more 

evening suits he has, or the more golf suits , the 
less satisfaction does he get from an additional 
suTt of that kind, until, if he keeps on buying 
such suits, there comes a time when lie would get 
far more Satisfaction by spending the money on 
something else or even by saving the money. 

It is the same with the purchase of any other 
commodity that satisfies a want-food, tobacco 
ties shoes y books. There is for each commodity 
and for e«ry individual a point beyond which 
the money representing the price of another unit 
of that commodity could be more advantageously 
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spent on something else. As our desire for a 
commodity tends to diminish with every increase 
in the quantity we possess, the utility of each 
additional unit decreases. This tendency, com¬ 
mon to all people and applicable to all things, is 
expressed by the Economist as the Law of Dimin¬ 
ishing Utility, or the Law of Satiable Wants. 

Diminishing Utility of Loaves of Bread. 


Y 



Let us imagine we are buying successive loaves 
of bread. The first loaf we buy gives a great deal 
of satisfaction, which, we will assume, is repre¬ 
sented by the rectangle marked io. If we buy a 
second loaf we shall not get the same amount of 
satisfaction as we got from the first loaf, because 
the Law of Diminishing Utility is in operation, 
and, as we continue our purchases of loaves, each 
successive loaf gives us less satisfaction. This 
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is shown in the diagram by the smaller rectangles 
representing the satisfaction from the additional 

loaves. . 

The fact that we get decreasing satisfaction from 

our purchase of each successive loaf is of no con¬ 
sequence to the shopkeeper —he charges us the 
same price for each loaf of bread. We, for our 
part, will naturally go on buying loaves so long 
as the satisfaction we get from a loaf exceeds 
the sacrifice (measured by the price) we have to 
make to pay for it. Obviously, however, there 
will come a point when the satisfaction from the 
last loaf we have bought just compensates us for 
parting with the money we have to pay for it. 
At that point we will not buy any more loaves 

at the current price. 

Marginal Utility 

The point at which we buy our last unit of any 
commodity is known as the margin .'and the unit 
we buy at this stage is said to possess marginal 
utility. Marginal utility is, therefore, the utility 
of that unit of a commodity which we are just 
induced to buy at the ruling price. Rather than 
spend our money in buying more of that com¬ 
modity at the ruling price we buy something 
else, because we get more satisfaction lrom 
spending our money in the alternative way. 

We see, then, that although we value each 
additional unit of a commodity less than previous 
units, we do not pay different prices for em 1 um 
we buy. We pay the same price, i.e., the current 
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price, for each; and the price we pay is a price 
that is sufficiently low to induce us to purchase 
the last unit we actually do buy. The fact that 
we buy ten packets of cigarettes in a week shows 
that the price per packet is low enough to make 
the purchase of the tenth packet worth while. 
We would buy fewer packets if the price rose, and 
we might buy more if the price fell. 

When we are considering whether to spend our 
money on one thing or on another or whether not 
to spend it at all, we compare the utility of the 
two commodities and of the money. Suppose 
that at a given moment we have sixpence to spend 
and that we are undecided whether to buy fish 
or meat. We cannot afford to buy both, and 
must, therefore, decide which will give us the 
greatest amount of satisfaction. 'A e, theiefore, 
compare the utility to be derived from spending 
sixpence on the fish with the utility we might 
derive from sixpennyworth of meat. In other 
words, we make up our minds which we want the 
more, and we decide to buy the fish. At the 
particular moment, therefore, sixpennyworth of 
fish has greater utility to us than sixpennyworth 
of meat; and it lias also greater utility than the 
sixpence itself, otherwise we would keep our six¬ 
pence and do without the fish. 

Demand 

Very few people can be said to have all they 
want. Most people have to go without some 
things they would like very much to have; they 
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have to sacrifice some wants. But this is not 
generally true of the essentials or necessaries of 
life. On the whole, our wants for necessaries 
cannot be sacrificed; if need be, we are willing 
to give all our earnings for these essential things. 

In some communities or circumstances a per¬ 
son’s earnings may be paid in kind ; but in modern 
communities most of us are paid in money, and 
when we wish to obtain things to satisfy our 
wants, we offer some part of that money in ex¬ 
change. This offer of money for the satisfaction 
of our wants constitutes demand. Demand may be 
defined therefore, as desire or want, coupled with 
the willingness and ability to pay for what we want 
Generally speaking, the greater the utility of 
an article to us, the more money we are willing 
to pay for it. But as (according to the Law of 
Diminishing Utility) later units of a commodity 
have less utility to us than earlier units we wiU 
ordinarily pay a lower price for each additional 
unit. In other words, the more we have of a 
thing the less intense is our demand for more of it 
and^the lower is the price we are willing to pay 
for additional supplies. It follows, too that 

when the price of a commodity {e.g, cher ™* } 
falls, we are inclined to buy more of that com¬ 
modity, i.e., we increase our demand, whereas 
the price rises, we are inclined to reduce o 
demand. This tendency is expressed in the La 
of Demand, which states that a fall t» Price causes 

an increase in demand and a rise in price causes a 

% 


decrease in demand. 


£ \Z. 
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Inelastic and Elastic Demand 

It will be clear on consideration that this plain 
statement of the Law of Demand is not always 
entirely true, that we do not seriously curtail our 
purchases of such necessaries as bread and milk 
even if the price rises quite considerably, and 
that we do not buy much more, if any more, of 
these commodities even if the price falls. The 
reason is that we cannot do without these things. 
Our demand for such essential things is inelastic, 
that is, it does not change at all, or it changes very 
little, even with a marked change in price. 

On the other hand, our demand for things that 
we regard as comforts and luxuries varies to a 
great extent as their price varies. A moderate fall 
in the price of television sets or motor cars, for 
instance, will result in a considerable increase in 
demand, whereas a rise in their price will have 
the reverse effect. Many of us buy mushrooms 
when they are in season and cheap; but most of 
us have to do without them when they are out 
of season and their price is high. We increase 
our consumption of oranges when they become 
cheap, and at the spring or autumn bargain sales 
we buy hats, clothes and other things that we 
might otherwise do without. The demand for these 
commodities is elastic, i.e., a small rise or fall in price 
causes a marked change m the amount demanded. 


The Law of Substitution 

Ivoadly, then, we say that the demand for lux¬ 
uries is elastic and the demand for necessaries 
mciustic. But the demand for any given article 
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will be more elastic if there are substitutes for 
that article. If the price of tea rises, more coffee 
might be used. This is because we are con¬ 
tinually comparing the utility derived from spend¬ 
ing money on one commodity with the utility 
derived from spending the same money on 
another commodity. And if we find that by 
substituting one commodity for another, we ca 
increase our total satisfaction, we unhesitatingly 
do so We buy coffee instead of tea; we go to 
the cinema instead of the theatre; we spend our 
holidays in Cornwall instead of going to the Sout 

° f In'general, therefore, we distribute our expendi¬ 
ture so as to obtain the greatest satisfaction from o,n 
outlay, so that the last or marginal shilling, or 
whatever unit of money we choose to take, spen 
Tn each commodity gives us an equal measure of 

satisfaction. the 

This tendency the Economist sums up as the 

Law of Substitution or the Law of E ‘l ,n ^ Iarg,n “ 
Returns, which states that our expenditure o, 
different commodities is so distributed that the 
utilities obtained from the last unit of money^pent 
in each form of consumption are equah Under 
the influence of this law, we seek to attain such 
a nosition with regard to the various commodities 
we purchase that there would be "0 advantage in 
"switching”, say in buying a ^‘Hingswort 
more of this and a shUlingsworth less of that 
We seek the position where we have achieved the 
most satisfactory allocation of the resources that 
we apply to satisfying our wants. 
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THE SATISFACTION OF OUR WANTS 

In its endless effort to satisfy our wants, the 
economic community is engaged in making avail¬ 
able and in converting the various forms of 
natural resources for our use. The soil is culti¬ 
vated, cattle are reared, coal is mined, iron is 
converted into ships and engines, fibres are turned 
into clothes, the connecting sendees of transport 
and of markets are organised, and a thousand 
and one things are done to supply " goods ” and 
services for the use of those of us who can pay 
for them. 

All these activities, whose purpose is the satis¬ 
faction of human wants, constitute production, 
and they result in supplies of (a) Consumers’ 
Goods {e.g., bread, milk and meat), and various 
forms of personal service {e.g., medical and dental 
services), that satisfy wants directly, as well as 
of (b) Producers’ Goods (such as machinery and 
tools) and commercial sendees ( e.g., insurance), 
that satisfy wants indirectly. 

Production Creates Utilities 

As production exists to satisfy wants, it follows 
that it results in the creation of utilities. Man 
cannot create matter, but he can alter its form 
or shape so that it becomes more useful or more 
attractive; or he can move it from one place 
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(e.g., a coal mine) where it is useless to another 
place where it has utility {e.g., a factory); or he 
can make it available at a time when it is most 
required {e.g., ice on a hot summer’s day). The 
farmer does not create matter when he produces 
a crop of wheat or of cotton. What he does is 
to place seed in a position favourable for the 
action of the forces of Nature; by his work with 
the soil and the seed he creates utilities in the 
form of crops. 

People who produce services that directly or 
indirectly satisfy our wants are just as much pro¬ 
ducers in the economic sense as people who 
actually turn out material goods. Those services 
are an essential part of the modern economic 
system; without them it could not function as 
effectively or as efficiently. Hence the banker 
and barrister, teacher and doctor, lawyer and 
dustman arc just as much producers as the 
baker, the carpenter and the cotton spinner. 

The Factors of Production 

Production may be very simple. An inhabitant 
of the tropics may satisfy his hunger by stretch¬ 
ing up his arm and plucking a banana off a tree. 
He is able to satisfy his need for food with very 
little effort by using a free gift of Nature. But 
the tin of salmon that we buv for our evening 
meal involves a much more complex system of 
production. Much involved productive and ad¬ 
ministrative machinery, much more effort of 
brain and body, and more gifts of Nature have 
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to be combined to satisfy this apparently simple 
want. The salmon and the material fanrtd 
the container is made are provided by Nature. 
But the fish has to be caught and brought to 
the canneries; the iron and tin have to be mined, 
transported and transformed into the container, 
machhiery is required to make the necessary 

transformation; marketing organisation and trans¬ 
port are necessary to bring the tin and its contents 
to the consumer; and, above all, there must be a 
controlling and directing authority to set in motion 

and direct all the machinery and people em P lo y e ^ 
If we examine the various agencies mvolved 1 in 

the production of any such product, we find that 
theycan be divided into four groups, which the 
Economist calls the Agents of Production or the 
Factors of Production, viz., land, labour capital 
\ pntrrbrise Simple production involves the 
use of twf of these agents only, land and labour; 

complex production-and almost all production 
nowadays" is complex-involves the use of all 

four agents. 

Land or Natural Resources 

The Economist uses the term " land ” to mean 
not only land itself as a space whereon we can 

build a house or a factory, but also ^'f^urcs 
is provided by Nature, i.e.. all natural 
such as the natural properties of the sot minend 
deposits vegetation, fish, animals, sunlight, nm 
and" Iter. Actually, everything that wci require 
to satisfy our needs is dependent ultimately on 
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Nature, though she has to be assisted in various 
ways before we can take advantage of her bounty. 

Rich, virgin soil will at first provide an abund¬ 
ance of crops in return for very little effort. With 
relatively little labour and expense, it can be 
cultivated to provide plentiful supplies of food. 
But Nature’s bounty is not unlimited; she is 
generous only up to a point. Beyond that she 
becomes niggardly and it becomes more and more 
costly to wrest away her treasures. After a time, 
man finds that a given outlay of work and money 
yields only a diminishing return. Repeated appli¬ 
cations of manure to the same plot of land give 
decreasing results, and the same thing happens if 
more and more men are employed on the same 
farm. In coal-mining, too, decreasing results are 
obtained from the money spent, as shafts have to 
be sunk still deeper and the coal-face extended 
still farther. The deeper we have to go for coal, 
the farther afield we have to go for oil or gold, 
the wider the waters we have to search for a 
profitable catch, the less the return to our labour. 

The Law of Diminishing Returns 

This tendency of Nature is expressed in one of 
the most vital laws of Economics, the Law of Dimin¬ 
ishing Returns. As applied to land, the law is that 
an increase in the capital and labour applied in the 
cultivation of land causes in general a less than pro¬ 
portionate increase in the amount of produce raised. 

Briefly, this law means that, after a point, costs 
of production on a given plot of land tend to 
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increase at a higher rate than output. A farmer 
cultivating the same area of land is bound to find 
ultimately that the return to every application, 
or “ dose ”, of labour and capital to the land is 
lower than the return to previous applications, 
and at last there comes a point where it does not 
pay him to apply to that land any more capital 
and labour. At this point the return or reward 
he receives from the last application just com¬ 
pensates him for his outlay on wages and mater¬ 
ials To incur further expenditure would merely 
involve him in loss. This point, where it is not 
worth his while to apply any more capital and 
labour to a given piece of land, is known as 

the margin of cultivation., 

Although the Law of Diminishing Returns 
operates at a relatively early stage in agricul¬ 
ture and in other extractive industries (e.g., min¬ 
ing and fishing), it must operate ultimately in all 
industries, because all production is in the last in¬ 
stance dependent on Nature for raw materials, and 
because man’s abilities, particularly his managing 
abilities, are limited and yield a diminishing re¬ 
turn if they are overtaxed or overstrained. In 
manufacturing industries, the operation of the Law 
of Diminishing Returns can be postponed for a 
time by man’s inventiveness and resource, but, 
ultimately, natural and human factors cause the 
rate of return to diminish. 

Malthus’s Gloomy Doctrine 

It follows from the Law of Diminishing Returns 
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that, as population increases and the demands on 
natural resources are intensified, man’s wants can 
be satisfied only at an ever-increasing cost. This 
possibility was first investigated very many years 
ago by Thomas Malthus , l who contended that the 
natural tendency of a thriving people was to increase 
at a higher rate than the increase in the means of 
subsistence, with the result that, if population 
was not deliberately restrained by a low birth¬ 
rate, Nature would provide her own remedy and 
population would be reduced by a high death- 
rate, caused by disease, war or starvation. 

Fortunately, Malthus’s forebodings have not 
yet been realised. The operation of the Law of 
Diminishing Returns has been delayed by inven¬ 
tions, e.g., of agricultural machinery and of new 
fertilisers, and by greater production from improved 
seed and from new varieties of crops, while the 
desire for a higher standard of living has in many 
countries led to a decline in the birth-rate. 

At the same time, it is generally recognised 
that there is in respect of any country an optimum 
size of population . i.e., a population of such a size 
or density that an increase or a decrease, with 
the existing methods of production, will lead to a 
smaller output per head. At this “ optimum 
size ”, a population can best be supplied with 
the things it needs, and this size, therefore, is 
that at which a community ought to aim. The 
difficulty, of course, is that there is no satis- 

1 Malthus’s Essay on Population, first published 
in 1798. 
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factory method of judging what is the optimum, 
or best, size of population at any time m any 
particular country. 

Labour 

The agent of production known as “ labour 
includes all manual and mental effort undertaken 
otherwise than for pleasure. The effort exerted 
by the professional footballer is labour because 
i/is undertaken for a wage ; but the effort of the 
amateur player, even though it may far exceed 
that of the professional, is not regarded as lateu 
from the economic point of view. The semces 
of a nurse who receives payment are regarded as 
labour, but the services of a mother who cams 
for her sick child are not so regarded. The ser 
vices in both cases may be equally useful and 
beneficial but work and service undertaken out 
"‘ and affection are not the subject of 

economic study. The Economist 15 c ° ncer ^ d 
with one kind of labour only, i.e.. labour hat 

receives a reward measurable m terms of 

Labour produces either goods or serv.ces. At 

one time only labour employed in the Pr° duct ‘° 
of goods was regarded as productive, and labour 

that produced services (e.g., the labour 
professional player or paid singer) was. res * 
as unproductive. The Physiocrats, eighteenth 

century French economists, held an evenmm* 
view : they regarded no labour as productive 

unless it resulted in the 

labour to them meant only agricultural labour. 
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Nowadays, Economists make no such distinc¬ 
tion. They regard the services of the farmer, 
transport worker, weaver, clerk, banker, doctor, 
soldier, sailor, policeman and nurse as productive 
because their services have a definite value that 
is measurable in terms of money. This economic 
conception of labour does not imply that the 
Economist is a stony-hearted philosopher who 
ignores unpaid services because he thinks they 
are of no use. On the contrary, he realises that 
they are necessary to human welfare and may 
be very beneficial in promoting efficiency. But 
the Economist is a scientist, and, as such, he 
must deal with things that can be measured 
by some standard or measuring rod. To him, 
money is that standard. 

Capital 

The term " capital ” embraces all resources, 
other than land and labour, that are used in pro¬ 
duction. Capital exists only as the result of the 
co-operation of labour and natural resources. In 
the most primitive community, capital does not 
exist. But as soon as man, having applied his 
labour to natural resources, is able to set aside a 
supply of potatoes or of wheat for seed for the future, 
and to fashion tools, however crude, to assist him in 
future production, he is accumulating capital. Capi¬ 
tal, therefore, is the produced agent of production, 
A very simple example of capital is the needle 
used to make an article of clothing. The needle 
helps to produce something else, in this case a 
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finished garment. In principle, therefore, a 
needle is just as much capital as the biggest and 
most complicated machine, because both have 
been produced to help to produce other things. 
Capital, in fact, includes all “ producers’ goods . 
such as machinery, plant, tools and raw materials 
that are used in production, as well as such things 
as railways, canals, docks and roads that constitute 

the fixed capital of the nation. 

Land and labour are both far more efficient 
and productive when used in combination with 
adequate supplies of capital. Moreover, all pro¬ 
duction takes time, and in the case of practically 
all commodities there is a waiting period before 
the commodity is ready for marketing and for 
consumption. During this waiting period all 
those engaged in production (workers and pro¬ 
ducers) have to be supported, and it is the func¬ 
tion of capital, in addition to supplying the 
necessary appliances and materials, to provide 
this support. Capital, accumulated in the past, 
is applied to finance production for the future. 

There is only one way of accumulating capital, 
and that is by saving some part of that which is 
produced, i.e., by putting aside for future use 
some part of what we are producing now. 1 he 
farmer accumulates capital when he retains part 
of his crop to use as seed; the manufacturer 
accumulates capital when he builds up a reserve 
for future extensions of his premises and plant. 

The man who lives from hand to mouth can 
save nothing except a part of his time. But even 
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then he can accumulate capital by devoting less 
time to leisure or to producing goods for his im¬ 
mediate consumption, and by using the time so 
saved in making tools that will facilitate his 
efforts to satisfy his wants. If a person can avoid 
living from hand to mouth, he can set aside, i.e., 
save, part of his produce and use it to sustain 
himself during the period he devotes to making 
tools, machinery and other aids to production. 

The accumulation of capital depends, therefore, 
on labour and saving. In modem times the sav¬ 
ing is actually done in terms of money; people 
who have a surplus they do not wish to use for 
purchasing goods for immediate consumption 
either use the surplus themselves, or they lend it 
to others, for creating producers' goods. In 
general, money is invested in stocks or shares or 
in bank deposits, whence it ultimately finds its 
way into such producers' goods as machinery, 
plant, factories, railways and raw materials. 

Enterprise: The Entrepreneur 

So that the goods we need shall be available at 
the time when and the place where we need them, 
some co-ordinating and controlling authority is 
required to bring the various factors of production 
together in the necessary proportions, to make 
their efforts efficient, to see that each is properly 
rewarded, to decide on the nature, quality and 
quantity of the product, to arrange for the market¬ 
ing and distribution of the output, and to bear the 
whole risk of the success or failure of the enterprise. 
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These functions of co-ordinating, controlling 
and assuming the risk of business are Performed 
by a person whom the Economist describes as the 
eLefraieur (French = " undertaker ), though 
in business he may be known as the proprietor 
or owner or partner. 

The entrepreneur is the person who is respon¬ 
sible for the organisation of a business or 
« enterprise ” behind the concern and for bearing 
the risk that is inseparable from any under- 

ta ta ng performing his threefold functions of co- 
oriincding. controlling and assuming the nsl s of pro¬ 
duction, the entrepreneur seeks to ^ep costs low 
and efficiency high. He acts as the link between 
the unorganised consumer and the ^gamse 
factors of production, viz., m on ey capltJ good 
man-oower and raw materials; and he takes tne 
risk ftat the things he produces will not meet the 

requirements of the consumer. , • j 

Actually the consumer does not always decide 
forwhat he wants. He is often induced 
by advertising and in other ways to buy thing 
that he scarcely realises he needs^ Hencewe 
frequently find to-day that, although all produc 
tion is undertaken in order to satis y ^ 

demand is often created by those who have the 

means, the ability and the organisation to put 

Kiven product on the market. Thus the e 
preneur, having decided what to produce > 
largely concerned with bringing to ‘he Pubhc 
notice the nature and advantages of his product, 
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so that it can be sold at a price that will cover 
cost and provide a reasonable profit. 

As modem industrial organisation is so complex, 
this function of initiating and organising produc¬ 
tion is clearly of the utmost importance. The 
efficiency of the other three factors of production 
may easily be impaired or the factors themselves 
rendered useless by lack of directive ability. 

In this task of co-ordinating the other three 
factors that he uses, and of controlling the pro¬ 
duction and marketing of his product, the entre¬ 
preneur is really discharging only a specialised 
form of labour, for which, of course, he receives 
a salary or wage that is commensurate with the 
skill he has to display. The entrepreneur’s 
essential function of bearing the risk involved in 
production is, however, something quite different 
from labour or organisation or management, and 
is different also from the services provided by 
the other factors. 

Risk-Bearing 

In the complex economic system, where pro¬ 
duction is largely initiated ahead of demand and 
must be based on estimates of the future, risks 
are unavoidable. The manufacturer of a new 
model motor-car must make his plans months 
before the first car is sold, and when his factories 
are equipped, his staff assembled and his machines 
ready to run, he has to make up his mind how 
many cars he will turn out. His new model may 
prove an enormous success, in which case he must 
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be ready to handle orders very quickly, or com¬ 
petitors will jump in and his business will suffer. 
On the other hand, the new car may prove an 
absolute " flop ”, in which case immediate action 
must be taken to improve it or to curtail the 

plans for its production. , . . 

Whatever the event, it is the entrepreneur s job 

to decide well in advance, and his reputation as 
well as his success depend on the foresight, judg¬ 
ment and courage with which he makes his plan 
and estimates. Clearly, the development of new 
products and the marketing of new invention 
depend almost entirely on the capacity an 
willingness of men to undertake pioneer work 
and to shoulder risks, and unless such men a 
given great scope and enticed by the possibihtes 
of high rewards, it will not be worth their while 
to face the trouble and risk of starting a business 
The bearing of risk is, therefore, regarded as a 

separate factor of production, quite is 1 
the other factors. It is the one function associated 
with the entrepreneur that cannot be passedLonTo 
hired assistants. Whilst the function ° f manage 
ment, for example, can be passed on to a paid 
manager, risk bearing must be undertaken1 y ^ 
entrepreneur himself, and it, there or 
specific reward —profit the nature and determ,na 

tion of which are considered in Chapter X . 


CHAPTER IV 

THE ORGANISATION OF PRODUCTION 

The producing and selling of goods are organised 
differently in different conditions of society. At 
one time production was very simple. One man 
produced one article. Each community had its 
tinker, tailor, baker, blacksmith, cobbler and 
carpenter, each a specialist in his own craft, 
devoting his whole time to his job, making an 
article from start to finish, and relying on other 
specialists for such other goods as he required. 

This system still prevails in some less advanced 
communities, but in most modern communities the 
productive organisation is far more complex. 
Nowadays a worker may specialise in producing 
only a very small part of the ultimate product. 
He may, in fact, never see the finished article, and 
in the great majority of cases he will never use it. 
The man who makes a pair of trousers in a large 
ready-made tailoring firm may never see the 
complete suits of which his work forms a part; 
the worker who makes wireless valves may never 
handle the instruments in which those valves are 
ultimately used. 

The Division of Labour 

This system, whereby a man does one specialised 
job instead of many different jobs and numerous 
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men work on different sections of the ultimate 
product, is known as the " division of labour . 
We find the simplest form of division of labour 
when two men get together to tackle the same job; 
as when two men carry a log too heavy for one to 
carry, or when one of two fishermen rows the boat 

whilst the other handles the rod and line. 

In most cases to-day, however, the division of 
labour is much more complex. The majority of 
modern industrial products involve a large number 
of different processes and an army of specialised 
workers, most of whom are engaged in making 
only a small part of the ultimate product. In the 
making of a shirt, for example, one man cuts out 
the shirt, usually with a cutting machine, “other 
machines the long seams, another makes the 
sleeves, another makes the buttonholes (usually 
with a machine), while still another sews on the 
buttons (again by machine). Some shirts are 
made entirely by hand, but the ma]onty of men 
have to be content with a cheaper, machine- 
made product, which, of course, serves the same 
purpose, though it has not the same appeal to 

fa Apart S from such specialisation within an in¬ 
dustry, there is specialisation also between in¬ 
dustries, and even between countries P 

duction of the material of which shuts are made 
involves the co-operation of many mdustnes such 
as cotton-growing, cotton-ginning, cotton-spinn ng, 
cotton-weaving, bleaching, finishing, "holesah^g, 
retailing and transportation. Each o 
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specialised branch contributing its quota of work 
and material to the ultimate product. 

Even in the making of such an apparently 
simple thing as a shirt, two, three or more countries 
may be involved. The country that produces the 
cotton is rarely the same as that which manu¬ 
factures the shirt; whilst the country that under¬ 
takes the manufacture may have to get the 
necessary specialised machinery from one country, 
and the coal that drives the machinery from yet 
another. 

Again, tropical countries do not need to develop 
heavy steel industries. Anything they require in 
this line, such as parts of bridges and railways, 
can be obtained more cheaply from temperate 
countries, rich in minerals, which in turn require 
the fruits and other products of the tropical 
country that they themselves cannot grow or can 
grow only at very great expense. By such 
specialisation, the people of each of the countries 
apply themselves to the tasks for which they are 
best fitted, and there is a resulting all-round 
advantage. 

Effects of the Division of Labour 

The general effect of the division of labour is 
that each worker specialises in doing one particular 
job, and thereby becomes more efficient. The 
aptitudes of different men for different tasks are 
utilised as fully as possible and specialised skill in 
a given direction tends to become a matter of 
heredity. In the making of clothes, some workers 
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will be better at cutting than machining— usually 
men do the cutting and women work the machme^ 

A worker who specialises on one process has 
less to learn and consequently becomes more 
quickly proficient than if he had to learn al the 
processes involved in the making of one art'cl^ 
He saves time not only in learning his trade, hut 
1 as he becomes more proficient, in doing his 
job and in not constantly changing from one set f 
ools to another. There is also an economy m the 
use of tools; a specialist can use his tools more 

whoTcontLously doing the sameJob ; gets to 

Tbs & <° l 

^fker eof 

p P art process, with ^""^s s per art^, 

output can be produced at less c 1 

and that the quality of the product, each pait 

easily possible the invention of mac ^ irec 

its use as a substitute for labour. le , 

tions this may not be an advantage, a, '. _ ski p ed 

when skilled workers are reduced to 
machine tenders. On the other tand. “ 
machinery frequently increases man s comma^ 

over Nature and relieves the can 

drudgery and wearisome toil. 
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perform tasks which were formerly either im¬ 
possible or would have taken ages to complete. 
The great Forth Bridge might conceivably have 
been built by man-power alone, but the cost and 
the time taken would have been enormous. 

Disadvantages of the Division of Labour 

To the worker the chief disadvantage of the 
division of labour is that efficiency is obtained at 
the expense of the worker’s personality. When 
work is sub-divided into a large number of small 
operations, it inevitably becomes uninteresting 
and monotonous. The worker finds little scope 
for his creative instinct, loses a sense of pride in 
his work, exercises very little initiative and under¬ 
takes little responsibility. The man who spends 
his life tightening nuts on car chassis in a motor¬ 
car factory cannot be expected to have much pride 
or interest in the ultimate product; as long as his 
nuts are properly tightened he is not concerned 
whether the cars will run or not. 

It is sometimes found, too, that highly special¬ 
ised labour is relatively immobile: it does not move 
easily to a different type of work. The man who 
has spent years doing one small job cannot turn 
his hand to something else as easily as a man who 
has performed a variety of operations. As a 
result, workers may find difficulty in moving to 
another industry when their own is depressed. 

The Law of Increasing Returns 

On the whole, however, machinery satisfies 
man's ever-increasing desire for more and better 
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goods and modern manufacturing methods 
generally enable him to get what he wants at 

steadily decreasing cost. 

Decreasing cost arises mamiy because e D 

manufacturer, in the pursuit of 
continues to extend the scale of his ] 

[ong as he obtains a more than proportionate 

return from his employment of labour« r P can 

Suppose, for example, that a manu 

turn out 5,000 articles for an expenditure of^ooD 

and that, by spending an extra £ioo 

on plant, he can increase his output * 5,60 

articles. Clearly, the manufacturer vuh " 0 ^ 
hesitate to spend the £ioo. because enables 

to reduce his cost per unit of out P“*’ 1 
crease his returns more than proportionately * 

the extra outlay. And he will c»n 

his expenditure so long as he can b -rtarn of th_ 

increased return. In fact, thioug 
facturing industry there is a cn j s 

direction, because manufacturing J the 

subject to the Law of Increasing 4 point, 

Law of Decreasing Costs,, v iz Q j f abour 

the expansion of an industry y t j ian 

and capital tends to be accompanied by 
proportionate increase in the returns. 

P The main reason for the operation of h.sUw^is 

that, until a manufacturer’s organisat 

at full capacity-until every ^ 

worked to the full, every me 1 ° d %vith the 
the heating and lighting systepi managers 

utmost economy, all supervisor 
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fully and efficiently employed—every expansion 
of output means that the fixed or supplementary 
costs [i.e., the costs that do not vary with output, 
such as rent and rates, debenture interest and 
administrative salaries) are spread over a larger 
number of units of output, so that the cost of pro¬ 
duction of each unit is less. It costs a printer very 
little more to turn out 20,000 leaflets than 1,000, for 
once the type is set up, the only additional cost 
is that of paper, ink and of running the machine. 
The printer's rent, rates and machinery costs, as 
well as the original cost of type-setting, are spread 
over a much larger number of units, and the greater 
the number of units the less the cost per unit. 

In every manufacturing business, however, 
there comes a time when the machinery and the 
productive organisation reaches its most efficient 
limit and is being worked to full capacity. Usually 
the limit is reached because of the failure of the 
human element; a point is reached when the strain 
on the management becomes too severe and it 
cannot keep pace with the expansion of the other 
factors, i.e., it cannot efficiently co-ordinate the 
business when it extends beyond a certain size. 
As a result, any increase in output beyond this 
point of optimum size is possible only at an 
increased cost per article because the Law of 
Diminishing Returns begins to operate. 

The Localisation of Industry 

There is a tendency for industries to be carried 
on, not only by specialists who are most capable 
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of cutlery and steel with Sheffield. ticular 

Moors was largely responsi Staffordshire 

the Yorkshire woollen industry ,^S ^ ^. 

pottery owes its origin and s0 on . 

Belfast linen to ^heTowth and cheapness of 
But as a result of the g nrn(luct i 0 n of raw 

transport, and the lar 6 e ’ sc ^ this k i n d of 

materials in the newer » was> Now 

“ P ul1 > s n f ° l0n ^2 woollen industry 
many industries, including > d miles 

. of Yorkshire, are situated thousands of mdes 

from the sources of the ra\ nearness to 

they depend. For the same 

markets is not as import an aso ds 0 ver 

port facilities make it possi d cheapness 

long distances with comparati P ^ t one 

and safety. Hence, y° rkslur , e - "'“Irket, now 
time produced mainly for our wer the 

sends her worsteds and her woollens all ov 

^Following the ‘"d 

applied to the period roug V were revolu- 

1850, when the processes of industry 
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tionised by the use of steam for power and by 
many other important scientific discoveries and 
inventions, factories tended to be established near 
the source of power, then chiefly coal. As a result, 
many of England’s most prosperous industries 
developed on the coal-fields, because it was 
cheaper to take the raw material to the fuel than 
to take the heavy and bulky fuel to the raw material. 
With the increasing use of electricity and oil, the 
attractive power of the coal-fields became far less 
marked. To-day the tendency is for industries to 
become very widely scattered and, in choosing 
their sites, industrialists have regard to a variety 
of considerations other than power, such as near¬ 
ness to markets, pleasurable and healthy sur¬ 
roundings, safety from air attack, low local rates 
and cheap electricity. 

A region that has specialised in a certain industrj' 
or industries tends to attract other firms in the 
same industries because there are many common 
advantages that all can enjoy. Generations of 
skilled workmen are brought up to the trade, so 
there is always a supply of skilled labour available; 
transport and communications become adapted 
to the particular needs of the industry; there are 
organised markets for buying materials and dis¬ 
posing of the finished products; subsidiary 
industries spring up that absorb the by-products 
of the major industry; organisations, institutions 
and associations peculiar to the industry are 
established in the neighbourhood and afford 
facilities that are too valuable to be ignored. 
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The business man’s choice of the district where 
he^gin operations is, therefore som.vh 
limited if his industry is one that « stro gV 
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cotton industry of Lancashire. « a 

operate elsewhere, his compe titors. 

But « h"e fsluorX consider any such factor 
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The Size of the Business 

most common unit. I '’ . r irm \ s large, 

the steel industry, three-quarters of all 
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the workers in the steel industry are etnp y 
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the typical unit is sma e ^ diminishing 

increasing returns is soon rea , ^ and 
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expansion into a very large unit would in general 
not be profitable. In most manufacturing in¬ 
dustries, however, the typical unit is large 
because there is more scope for the operation of 
the Law of Increasing Returns and production on 
a large scale is the more economical. 

The size of the business unit also varies accord¬ 
ing to the nature of the product. In general it is 
large where the technique of the industry necessi¬ 
tates large fixed capital, i.e., extensive plant and 
heavy machinery (as in the case of shipbuilding 
and locomotive building); or where much of the 
work can be reduced to routine, e.g., cigarette 
manufacture; or where the product can be 
standardised, as in the motor-car industry. In 
such circumstances, substantial advantages accrue 
to large-scale operations. 

There are, however, certain manufacturing 
industries where the typical unit tends to be 
small. These are industries in which the product 
cannot be standardised and the nature of the 
demand makes a wide variety of design and 
material essential, as, for example, the furniture 
industry and the printing industry, or industries 
catering for a small irregular or fashionable 
demand, as, for example, various artistic and 
luxury trades, such as those producing high-class 
ladies’ dresses, hats and shoes. 

Where demand is large and constant, and not 
subject to changes in fashion, as in the case of 
soap, buckets and other household utensils in 
everyday use, the typical producing firm is large; 
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but the representative unit is small in businesses 

where close attention must be p 

of the consumer, as in many branches of the retail 

trade, e.g., high-class bespoke tailoring. 

Large-scale Production 

While the small unit thus persists in vanous 
branches of business and industiy, 1 . 
production is the typical feature o ^ 
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increasing returns and of tl . number 

Standing charges aresprea machinery, 
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the firm as well as by ^ be 

Expensive research an ex l better oppor- 
afforded, and the large rm tha n its 

tunities for advertising and pub y 

smaller rival. s.,rtinn large- 

From the point of view of disadva ' ntages , 

scale organisation has, in fa , difficulty of 

and these arise mainly '^"“/un- 
control. Large businesses ‘^‘^“quickly 
wieldy. Also, a large orgamsa or the 

and easily change the direction of its ^ 

nature of its product if circ large-scale 

make such a change necessary. SDec i a l type of 

firm that is organised to P r0 1 * £ t sW itch its 

motor-car for a foreign market cannot 
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plant over to the manufacture of something else 
if its market is suddenly closed because of the 
outbreak of war, or because of the application of 
economic sanctions. Sometimes, too, the con¬ 
centration of direction in a few hands lends itself 
to abuse, which not infrequently operates to the 
detriment of the consumer, as when he gets an 
inferior article or has to pay too high a price. It 
is largely because the small firm does not suffer 
from these disadvantages that it can hold its 
own in the struggle for economic existence. 



CHAPTER V 

the cost of satisfying wants 
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other hand, the supply of commodities of a lasting 
nature, such as the precious metals and precious 
stones, is usually but a small proportion of the 
total amount available. 

According to the Law of Supply, a rise in price 
tends to increase supply and a fall in price tends 
to reduce it. If over a period the price of wheat 
gradually rises, farmers will increase their pro¬ 
duction of wheat in order to take advantage of 
the increased price. On the other hand, if the 
world price of crude rubber falls considerably, the 
plantation producers restrict their output and 
some of them may go out of business altogether. 

Elasticity of Supply 

Although the supply of a commodity brought 
on the market thus depends on the market price, 
the supply of some commodities can be far more 
quickly adjusted to changes in price than the 
supply of other commodities, and the degree of 
readiness with which supply can be thus adjusted 
to a change in price depends on what is called the 
elasticity of the supply. 

When the supply of a commodity can be readily 
adjusted to changes in price the supply of that 
commodity is said to be elastic, as is the case 
with the supply of most manufactured goods in 
general use, e.g., moderately priced household 
furniture, household requisites such as soap, and 
domestic utensils such as dust-bins and buckets. 
The supply of such articles can be quickly 
increased or reduced to meet changes in price. 
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of all kinds—skilled, unskilled, clerical and per¬ 
haps research; and then he has to buy such raw 
materials and fuel as are needed. 

The manufacturer must pay for all such things, 
in most cases long before his product is anything 
like ready for market, and the total expenses in 
which he is thus involved constitute his “ costs 
of production Usually, these costs are divided 
into two sections called (i) prime costs, and (2) 
supplementary costs, or, as they are sometimes 
called, overhead costs or oncosts. 

Prime Costs are those costs that vary with 
output. A boot manufacturer ma}' have a factory 
and machines that can produce from 10,000 to 
30,000 pairs of boots. Whichever quantity he 
produces, the plant and factory will cost just the 
same; but if he decides to produce the larger 
quantity, there will be a considerable increase in 
the total costs because more leather, more fuel, 
more lighting and probably more labour will be 
required. These expenses that rise or fall with 
changes in output constitute the manufacturer’s 
“ prime " costs. 

Supplementary Costs, which we have already 
met in Chapter IV, are standing charges that do 
not change as output is increased or decreased. 
So long as the boot manufacturer does not change 
or extend his factory, his rent is the same whatever 
his output; whether he is producing little or 
much, he has to pay that rent, and it is the same 
with rates, insurance premiums and interest on 
any original capital he may have borrowed. 
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Marginal Cost of Production 

Over bad times and good, i.e., in the long run, 
every producer must cover what are known as 
marginal costs, i.e., the costs of the marginal unit 
of his output. 

Marginal cost of production performs the same 
function in influencing price from the side of 
supply as does marginal utility on the side of 
demand. We have seen that the price a consumer 
is willing to give for a unit of a given supply of a 
commodity tends to equal the marginal utility 
of that supply, i.e., the utility of the unit that is 
least urgently required. But we must also know 
at what price the producer of that commodity will 
be willing to part with the goods he supplies. A 
symmetrical influence on price is, therefore, the 
marginal cost of that supply, i.e., the cost of the 
unit that is most expensive to produce. 

Goods are supplied to the market by producers 
of varying efficiency. Some, perhaps owing to 
lack of modern equipment, but not necessarily to 
lack of competent management, can just keep 
their heads above water. Such firms are known as 
" marginal producers ”, and they remain in busi¬ 
ness because their contribution to the total supply 
raises that supply to the level required to satisfy 
demand. 

Other firms are very efficient, though they differ 
in degrees of efficiency. Some make comfortable 
profits, others exceptional ones. But all the firms 
tend to expand their output to the point where 
their costs per unit are least, i.e., to the point of 
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for a lower grade of producer, hitherto sub¬ 
marginal, with higher costs, to enter into pro¬ 
duction, and to stimulate the more efficient 
producers to expand their outputs, involving 
higher marginal costs. 

It is clear, therefore, that if a given supply 
is required, the price offered must cover the 
marginal costs of all producers contributing to the 
supply. 

Occasionally it may happen that an expansion 
of output will lead to lower marginal costs because 
of the operation of increasing returns; but more 
usually producers, without waiting for an increase 
in demand, will have expanded output to the 
point where any further expansion will lead to 
diminishing returns and increased marginal costs. 
Hence, if the technique of production remains the 
same, an increase in output almost invariably 
means rising marginal costs. 

The Real Cost of Production 

So far we have analysed the nature of the costs 
incurred in production, but we have not considered 
how these costs are measured. Usually, the)' are 
measured in terms of money —so much rent is 
paid for a factory, so much money for coal or 
other source of power, so much for labour, and so 
on. But even where money is not used (as in a 
community where exchange is carried on by 
barter), or when the article produced is not sold 
or bartered for another article, production still 
involves costs. How, then, are we to measure 
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who live in miserable slums, or in providing 
healthful country camps for the sun-starved 
children of such places as the East End of London. 

Destruction of any sort, even a broken window- 
pane, is not good for the community as a whole, 
although particular interests, such as glaziers, may 
benefit. By any such form of destruction capital 
resources are destroyed or reduced, and their 
replacement withdraws labour and capital from 
employment in channels where they could have 
been used to increase the existing supplies of 
producers' and consumers’ goods. The restora¬ 
tion of destroyed property leaves the Nation no 
better off than it was before the destruction. 

When a nation goes to war, both the existing 
generation and posterity have to bear the real 
cost of the war. The community is deprived not 
only of valuable existing materials and property, 
but also of the goods necessary for the welfare of 
a progressive community, that could have been 
produced with the resources used for the provision 
of the arms and equipment of war. 


CHAPTER VI 

HOW THINGS WE NEED ARE VALUED 
Production is not complete until the finished 
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others who are willing to sell. The buyers and 
sellers can communicate with one another by 
word of mouth, or by letter, or by telephone, 
cable or wireless; the method or place does not 
matter so long as there is sufficient contact 
between the people on the market to establish 
competition to buy or to sell. In a perfect market 
competition is entirely free,communication is rapid 
and easy, and there are many buyers and sellers 
Naturally, the size of the market vanes accord¬ 
ing to the nature of the commodity, and according 
to the number of people who wish to deal in it. 
Thus there are world-wide markets for certain 
stock-exchange securities, for many metals such 
as gold, silver and tin; for important raw 
materials and food such as wool, cotton, rubber and 
wheat. On the other hand, the markets for very 
perishable goods (such as flowers) or for cheap 
goods of a bulky nature (such as bricks and 
gravel) are narrow and restricted. 

The commodities for which there is a wide 
market are those that are in universal demand, 
durable, safely transportable and easily graded, 
so that samples can be taken and the goods 
exactly described. Such commodities can be 
bought and sold by persons living at a great 
distance both from one another and from the 
commodities themselves. Indeed, buyers and 
sellers may never see or handle the goods in 
which they deal, as is the case with the great 
markets in cotton, wheat and rubber. 

Commodities that are not in wide demand, that 
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are difficult to transport and cannot be easily 
graded, have only narrow markets. The market for 
distinctive millinery, for instance, is very limited. 


Value 

Buyers and sellers meet on the market and goods 
exchange hands. The buyer of bricks or flowers 
gives money in exchange for these articles, and the 
amount of money he gives depends upon the value 

of the commodities. 

Value is the power a commodity has of commanding 
in exchange for itself other commodities or 
If eight loaves of bread can be exchanged fo 
twenty-four bananas, the value of one loaf in 
terms of bananas is three. The value of any 
article, therefore, is the measure of the sacrifice the 
seller makes in parting with the article and of the 
sacrifice the buyer makes in order to obtain that 
article Value thus expresses a relationship be¬ 
tween one commodity and another, and this relation¬ 
ship varies from time to time, from place to place, 

and from person to person. . . 

The value of a commodity at any particular 

time and in any particular place depends; upon how 

scarce the commodity is at that tune and in that 

place and how much it is wanted, 'f- value 
depends on supply and demand. Generally, it may 
bfsaM that if supply is small in relation to demand 
value is high; whereas if supply is plentiful 

relation to demand, value is low. 

In tropical countries a suit of clothes exchanges 

for more bananas than it does in a tempera 
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country where bananas are not plentiful. In 
winter, a Londoner is prepared to give more hours 
of labour in return for a ton of coal than he will give 
in summer, when domestic fires are not needed. 

Price 

In developed communities, of course, goods are 
not exchanged directly for other goods. Goods 
are exchanged for money, and that money is 
exchanged for other goods. The value of goods to 
us and to others is expressed in terms of money, 
and value in terms of money is called price. In 
other words, price is the money measure of value. 

Price plays a very important part in the 
economic system. It is the pricing process that 
determines the allocation of resouices, that 
indicates the activities in which the agents of 
production can be most profitably employed. 
Movements in the prices of goods and services 
indicate whether more or less of these com¬ 
modities ought to be produced in the future. A 
heavy fall in the price of milk indicates that more 
milk is coming on the market than is demanded 
by consumers. I he production of milk should, 
therefore, be curtailed. A sharp rise in the price 
of coal means that there is not sufficient coal on the 
market to satisfy the demand, and that an in¬ 
crease in production would be profitable. Prices, 
therefore, act as a barometer to production ; they 
indicate how factors of production can be used to 
the best advantage, i.e., in the most profitable 


manner. 
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The Law of Indifference 

In a perfect market there can be only one price 
for a given commodity at any particular time » 
two prices prevailed, all the buyers would buy 
from the seller whose price was the lower and the 
other sellers would find themselves with unsold 
stocks Such a situation is not possible m a 
perfect market, because it is the essence of such a 
market that information shall travel qu.cldy so 
that a seller who discovered that his price was too 
high would at once lower it, while the seller whose 
price was too low would charge more Thu 
tendency towards a single pnce-the market price 
—is known as the Law of Iindifference. 

How is Market Price Fixed ? 

How, then, is this single price arrived at in a 

market? Imagine a market where many buyers 

are present to buy a quantity of goods brought 

there by many sellers. Buyers compete with 

buyers to obtain the goods, and sellers compete 

with sellers to sell them. Out of this seeming^ 

complex situation, one single pnce will emerge at 

which business will be done. ,, 

We will consider the sellers first. Each seller 

knows what he must get from the sale of all his 
goods if he is to make a profit, but if no market 
price has already been fixed, he will be preparedto 
sell a certain number at various prices, 1 
depending on his need for cash an us r 
to take the goods home. Suppose we are in the 
vegetable market. The green peas one seller has 
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to offer have cost id. per lb. to produce, including 
normal profit, and he has brought 50 lb. to the 
market. If he can get id. per lb., he will be 
willing to sell the 50 lb. But suppose he can get 
only 1 \d. per lb., what will he do? If he sells all 
the 50 lb. at this price, he will certainly make too 
great a loss. On the other hand, if he sells none 
at all, he must take all his stock home again and 
wait for a higher price. But there is no certainty 
that the price will rise ; it may even fall below 1 \d. 

Now our seller of peas may decide to sell none 
below id. per lb.; but he will more probably 
decide to sell, say, 40 lb. at iji. By so doing, he 
gets some ready cash, disposes of some of his stock, 
and retains 10 lb. to sell the next day, when the 
price may be higher. Actually, the seller of peas 
will have in his mind a scale of the number of 
pounds of peas he will sell at various prices, e.g., 
he will sell 50 at id., 40 at i\d. and 30 at 1 U. At 
a lower price than this he may sell none at all, 
thinking it better to hold all his stock for a time 
in the hope of a rise in price, rather than sulfer a 
heavy loss now. 

Since each seller on the market has some such 
scale in his mind, we can, by adding the various 
scales together, get an idea of how many pounds of 
peas the sellers as a body wall be prepared to sell at 
various prices. Each seller has different costs and 
has, therefore, a different scale of how many 
pounds of peas he will sell at different prices, 
but one rule is common to all, viz., each will sell 
fewer pounds at a lower price, and more at a higher 
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price. Most sellers will want to dispose of some, 
at least, of their peas, perhaps even at a price 
below the cost of production. Our combined 
sellers’ scale will, therefore, look something like 

this:— 

1,000 lb. will be supplied at a price of 2^ 

600 lb. will be supplied at a price of I \M. 

4°°. id.' 

200 

The buyers also come to the market with the 
intention of buying a certain quantity of peas a 
a maximum average price, or different quantities 
at various prices, so long as the total price they 
have to pay does not exceed their maximum. We 
know from our study of diminishing utd.ty (se^ 
Chapter II) that a person values each additional 
unit of a stock of goods less than h e valued rte 
previous unit, and that the pnce he is willin b to 

pay for the marginal unit is the P nce ,. h * W 1 
all units. One consumer may be willi: g Y 

2 lb of peas at 2d. per lb., 3 lb- at i id and 4 lb. 
at 1 \d. Another consumer may not be wUhng 

to buy any peas at 21 i. P erlb " butls p " par ^ 
buy 1 lb. at if d. and 2 lb. at 1 U. J ust “ * e 
added together the scales of the various sell ^ 
so we can now add together the scale of the 

various buyers, and then we can see what^ 
buyers as a whole are prepared to buy at certai 

Tgain one rule is common to all buyers, however 
much their individual requirements may vary, 
viz., some buy more at a lower pnce, while others 
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who would not buy at all at a higher price will 
become buyers at a lower price, and total pur¬ 
chases will be less at a higher price. Our com¬ 
bined buyers’ scale will be somewhat as follows :— 

*300 lb. will be bought at a price of zd. 

5 °° .. •• •• ,\\ d j 

600 lb. will be bought at a price ot l \a. 

700. 1 \ d - 

1.000 .. .. >• V*j 

1.100 ,, .. •• - " 

Balancing of Supply and Demand 

We have now the scales of the buyers and 
sellers on our green-pea market. It is as a result 
of the interaction of these scales (or, as Economists 
call it, the interaction of demand and supply) that 
the single price emerges. We can show quite 
easily that under market conditions there is only 
one price at which supply and demand balance. 

Let us consider a price of i\d. per lb. of peas. 
At this juice, 800 lb. would be supplied, but only 
500 would be bought. 1 here is the danger, there¬ 
fore, that some of the sellers who would be willing 
to sell at iU- might be shut out of the market 
altogether, since there is a surplus of 300 lb. of 
peas at that price. The owners of the 800 lb. 
must, thei efore, accept less than i\d. if they wish 
to reduce the risk of being left with surplus peas 
on their hands, owing to supply being in excess of 
demand. They, consequently, lower their prices. 
Although sellers are not willing to sell as many 
peas at this lower price, they know that there is 
now a better chance of getting a share of the 
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market. i|i. is not, therefore, a true market 

P Now let us consider a price of at which 

there are sellers for 400 lb., but buyers for 700 lb 
Some of these buyers will be willing to pay more 
than 1 \d. per lb., and rather than lose their chance 
of getting some of the 400 lb. on offer t y 
raise their bids. I \i. cannot, therefore, be 

true market price. _ 

Let us now consider a price of • P • 
this price 600 lb. are offered and 600 lb. are 
demanded. At a lower price, competition between 
buyers will cause the price to move to lid , an 

at y a higher price, competition between sellers 

will cause the price to move to i\i. B i • 

there is no force tending to make the price othe 

‘"The single price for peas on the market under the 

conditions we have stipulated is, thereto , ^ 

per lb ' at this price 600 lb. will be sold and 
600 lb. will be bought. The various owners^ 

the remaining 400 lb. offered for sa 
back their stocks, hoping to se them another day 
whilst the people who were willing to buy another 
500 lb. will postpone satisfaction of their 

until the price falls. ^ 

We can now see the truth of the statemen^that 

“ price depends on supply and demand . 

aho see that the price at which goods change 

hands in a market at a particular time may be 

much less than the cost of production, becaus 

sellers may not want or be able to keep the g 
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and have to accept what they can get for at least a 
part of their stock. What they can get depends on 
the marginal utility of their goods to buyers. On 
the other hand, market price may be above cost 
of production, and buyers may have to pay for 
part of their requirements more than they would 
be willing to pay for all they could do with at any 
particular time. 

Market Price Varies from Time to Time 

We see, therefore, that the market price for a 

commodity is the price ruling on the market at 

the point where the demand balances supply. 

The whole of the supply offered at that price will 

be taken off the market. 

In the above example, I \d. measures the 

marginal utility to each buyer of the number of 

lb. of peas bought, i.c., the utility of the last lb. 

bought by each buyer. Since the marginal 

utility is equal for all buyers, it is clear that iW. 

measures the marginal utility of 600 lb. Market 

price, therefore, corresponds to the marginal 

utility of the quantity sold; it measures the 

utility to each buyer of the last unit worth buying. 

In other words, market price corresponds to the 

value of the least urgently required part of the 

stock sold. 

The application of the principle “ market price 
is fixed where demand and supply balance 
helps us to predict what the price will be when the 
intentions of the sellers are different from those 
stipulated in the example above. Suppose the 
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sellers as a whole bring 1000 lb. of peas to the 
market and that they are prepated to get nd of 
them however low the pace is. W e can dedu 
from our tables that those 1000 lb. will, m tact, 

between the buyers of noo lb. at that pnc 

™ Srfi' 'tSufi “S 

price and * at 3 °° f „ iu ■■ of the 

the demand at U<*' <* , t the seU ers are the 
sellers) is 700 lb. In tact ' tn lb at the ir 

" buvers ” of the remaining 3 00 1D - . , 

buyers Tn , tance s of sellers buying back 

reserve pnce. Instances met with in 

at their reserve prices are frequent y 

auction rooms. d an< i 

ss it".». i-«« 

^Zrty^rnay be a poor supply of. 
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e.g., apples owing to an early frost, and the price 
of apples will tend to be high. 


Determination of Market Price 


Fosition at given price. 

i 

Effect on 
price. 

Cause. 

Supply exceeds demand 

Price (alls 

Sellers compete to 
sell 

Demand exceeds supply 

Price rises 

Buyers compete to 
buy 

Price is equilib- 

• • 

Demand equals supply 

No effect 


rium price 


The market price of very perishable goods (e.g., 
fresh flowers in a local market) tends to vary 
considerably and may be very low owing to the 
eagerness of the sellers to dispose of their stocks. 
If the goods are durable, sellers are more inclined 
to hold back their stocks when the price is low, 
in the hope that they can sell later at higher 
prices. But even with non-perishable goods there 
are marked variations in price. Tennis racquets 
are much cheaper in winter than in summer : 
summer clothes are disposed of at very low prices 
at the end-of-season sales. 

Market price is a short-period price. It is a 
price determined in conditions that do not allow 
for adjustments in supply. 

Normal Price 

We showed in the previous chapter that pro¬ 
ducers as a whole tend to adjust their output so 
that the price at which they sell covers the 




HOW THINGS WE NEED ARE VALUED 77 

increased supplies bring about a fall in price. 
Conversely « price falls below marginal costs 

soT producers contract their outputs other 
producers leave the industry, and price rises. 

Rut the price that producers thus take into 

now below, during the pS " or bacon or butter 
The housewife who buys eggs ice she 

every Saturday morning never knows 

pavs varies from time to time. She never k 

exactly what she wall have to W "tan she 

making out her shopping l.s but she £ ^ ^ 

approximately what P™ ma y be is. id. 

certain time of the yea . week, 

per lb. this week and is. 3 ■ P e ^ housevvi £e 
but before she enters the snop 
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knows that the price she will have to pay will be 
about is. 2d., i.e., she knows that the normal price 
of butter is is. 2 d. per lb. Similarly, a normal 
price applies in the case of eggs, bacon, bread and, 
in fact, of all other commodities that are bought 

and sold. 


Market Price and Normal Price of an Article 



TIME 


The smooth curve represents normal price, which itself 
mav change owing to developments in technique or owing 
to changes in the prices of raw materials, etc. 

The other curve represents the frequent .fluctuations 
of market price above and below normal price. 

The long-period price about which market price 
fluctuates is called normal price, and, in the case 
of goods that are readily reproducible, normal 
price tends to equal marginal cost of production. 
For a time, market price might be higher than 
normal price, but the high price (and so the extra 
profit that can be obtained) will attract other 
producers; supply will increase and price will fall. 
If market price falls and remains below normal 
price, i.e., below marginal cost of production, 
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marginal producers wil! leave^the M^nd 

profitabl^em^loye^oAer producersmU ^ifrisex 

“ ==rSSS rstt 

tend to coincide, dnere nonTia l price of 

between the market P n <^ demand, such as 
things in regular, gen h te _ because such 

scrubbing-brushes or ■ com p e tition 

things are manufactured und,erP 

and their supply can be easily adjusted 

conditions. . ply t0 de- 

In fact, the easier it is to adjust ip * etween 

mand, the closer the re a 10 j n the case 0 f 

market price and cost of production. ^ ^ old 

goods whose supply is xe cQst of p roc Juc- 

masters and antiques, e therefore, 

tion that can be considered and pnc , 

has no relation to cost. TheP"« shake . 

by Rembrandt or of an early The 

speare's plays depends y k t in to such 
price has no relation to *£*%**& entirely 
things by the painter or autho , P 
on what certain collectors ■ o{ ver y 

Again, the short-penod^or markup ^ ^ 

perishable goods, sue Producers take 

relation to cost of producri ^ ^ ^ K takes 

what they can get. , cannot quickly 

to grow strawberries, ^ demand, and, 

be increased to meet y the supply 

because of the perishability oftheni. PP 

cannot profitably be decreased when 
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small by taking some of the fruit off the market. 
But when a long period is considered, producers of 
strawberries must get a sufficient return to keep 
them in the business. The high price they get 
during the “ out-of-season ” period must make up 
for the low price they get when strawberries are in 
season and the supply on the market is more than 
enough to satisfy the demand. If the normal 
price did not cover marginal costs, some producers 
would give up strawberry-growing and the normal 
price of strawberries would rise until it bore a 
closer relation to their cost of production both in 
and out of season. 



CHAPTER VII 

monopolies and monopoly price 
So far in our consideration of the <tcon° m ic f pent 

t“r e wr h aTr^u"or any inter- 

buyers 

«-*• ^srrs3.*r^ 

change her butcher, bu hig h, she 

as "v =Sa55s; 

sewing-cotton used in t In ot | ie r 

to control the selling price in all shop • 

words, the firm’s practical ’'‘“"“f^m y e abfes 
facture of sewing-cotton m tins count y 
it to fix the price at which reel, ot 

bought and sold. r0£?ar d to certain 

We find the same position * . or as 

other things. We cannot wy * J d choose 

or water from one of seve ™ ^ the lowest 

to deal with the company that clw 

price. We have to obtain each ^ g 

from the local suppliers and pa> 
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they ask. In the same way, we cannot choose 
who shall cany' our letters or how much we shall 
pay for stamps; we cannot choose between 
different suppliers of telephone and telegram 
facilities, and we cannot argue about the price 
we have to pay for such conveniences. The 
concerns that supply us with these goods and 
services also have a monopoly, i.e., they have 
the sole right to deal in these goods and services. 
We have to pay the price they ask, and that 
price is not fixed in the same way as prices that 
are subject to conditions of free competition. 

Apart from such public utility industries, 
absolute monopoly is rare. Although Messrs. 
Coats are able to control the price of sewing- 
cotton because they produce such a large part of 
the supply, their monopoly is not absolute. 
Other firms also produce sewing-cotton. But 
Coats are in a position to dominate the market 
because they make such an important contribution 
to the amount supplied. Hence any firm that 
produces such a high proportion of the total output 
of a commodity that it can influence price by regu¬ 
lating supply is said to have a monopoly of that 
commodity. 

Kinds of Monopoly 

There are various kinds of monopoly. 

Natural Monopolies are those that arise 
because of limited supplies of raw material. 
Almost perfect examples of natural monopoly 
are the nickel supply of Canada (about 90 per 
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cent of the world supply), and the coffee supply 
(most of the world’s supply). I" both 

sufficiently strong to’control t q( ffee is 

the two products. Thu h P Coffee 

controlled throughout the worW ^ ^ nickel 

Institute of Brazil, wh its production in 

depends mainly on the cost of its pro 

Canada. concerned with 

Social Monopolies. are tta* -nce^ 
the local supply of water g 3ervices , and 
with the provisionof bus a ^ and wireless 
with the control of po , P services 

facilities. T he concernsthat seated by the 

have a monopoly th impra cticable 

technical conditions . one concern to 

or even impossible for more than^co 

engage in these industries 1 ^ t waste of 

great public inconvem o{ telep honing 

resources. Imagine th . telephone com- 

your doctor if there were ^eraUele^ 

panies and you patroms ld be if half 

Consider how inconvemen lectr i c -light com- 
a dozen gas companies r0 ads an d 

panies had the right to dig up our 

pavements. so-called Legal 

In another group are the so c^ ^ pro _ 
Monopolies, i.e., monopoly . un{air 

tected by law with » .^^^uthors and 
competition and to givi g P the reward of 

inventors an opportum y igbt s are legal 

their efforts. Patents and copyrights 
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monopolies that confer the sole rights on certain 
persons to sell certain commodities and to use 
certain articles. 

There are other classes of monopoly for which 
there is less justification; as, for example, the 
monopoly acquired by firms of producers who have 
combined with one another in order to eliminate 
free competition. Their object is to safeguard 
the profits of the individual producers belonging 
to the combine by controlling or fixing the price 
at which the product is sold, or by controlling the 
output of the product so that the supply offered 
on the market will not be so great as to cause 
prices to fall below a certain level. 

Monopolies of Services 

Although most monopolies are concerned with 
the supply of commodities, some of the most 
powerful monopolies are those that control the 
supply of sendees, as, for example, the mono¬ 
polistic control of medical services in this country 
by the General Medical Council. This Council, 
in the exercise of powers conferred upon it by 
law, restricts the practice of medicine and surgery 
to registered practitioners who have passed 
certain tests of technical knowledge and have 
satisfied certain prescribed conditions, and to 
this extent the medical services of this country 
may be said to be in the hands of a monopoly— 
fortunately, one that recognises the traditions 
of the profession and its obligations to the 
community. 
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In the same way a strong trade union , may -to 
regarded as a monopoly of a certain class of labour 

Irf so far as trade unions limit the nunrber of 

entrants to the trade and oppose the use oy 
employers of non-union labour, and in so far also 

the price of its products. 

Monopoly Price 

The fact that a firm possesses a mon °P°' e y x ^ 

costs of production by (1) lai g best . 

and concentration of production at the ^t 

equipped plants, which are worked at '^capa^^ 

(2) eliminating wastefulxompei“^njardising the 

and salesmanship, and ( 3 ) c : n « the General 
product or service, and thus increasing the gene 

productivity of their orgamsattom ber 

Moreover, every monopohst has to^ ^ _ n 

that the charging of a very g P producers 
most cases encourage the entry ot«* of 

or stimulate the tn ven J 10 gt t interference 
substitutes, as well as lead £ SttbM consumers . 

with the monopoly in order t p 
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It follows, therefore, that the control of prices 
even in the case of a very powerful monopoly 
is considerably limited. A monopolist may, of 
course, charge whatever price he pleases, but as a 
general rule too high a price •will ultimately work 
to his disadvantage. The question therefore 
arises : At what price is the monopolist to sell 
in order to obtain the greatest net revenue, under 
all the conditions (including those of demand) 
which he knows to exist ? 

The monopolist, like any other business man, 
wants to obtain the highest possible profit; he 
tries to sell his product at a price likely to yield 
him the greatest surplus of total receipts over 
total costs. He can adopt one of two ways : he 
can sell as much of his product as he likes at a 
low and attractive price, or he can charge what 
price he likes for a small supply. But he cannot 
do both —he cannot sell as much as he likes at anv 
price he likes. His price, if he does not fix it 
himself, must be determined, like that of any 
producer subject to free competition, by demand 
and supply. Demand is something beyond the 
monopolist's control; his attention must, there¬ 
fore, be directed to supply or to price. He will, 
in most cases, sell more of his goods at a lower 
price than at a higher price. Whether or not he 
will charge a high price depends on the degree of 
elasticity of demand for the product and on the 
conditions of its production, i.e., whether his 
industry is subject to increasing or decreasing 
returns. 
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If the monopolist, producing under increasing 
returns, charges a high price, the demand for bs 
oroduct will be small, his output will be small 
Ld his cost per unit will probably be higher than 
“his output were larger. If he now reduces Ins 
nrice his sales may so increase that the gam on the 
extra turnover (obtained under increasing returns 
at less cost per unit) more than compensates for 

the smaller profit per article. , 

It will be clear, therefore, that selhng at the 
highest price or selling the greatest possible 
number of articles does not necessarily mean the 

largest profit for the monopolist. 

If the demand for the monopolist s product is 

elastic and increasing returns operate monopoly 

price is likely to be low, because the cost per 
unit of producing a large supply jailer th 
the cost per unit of a small supply. A la g 
demand at a low price ensures the greatest net 

reV IfThe demand for the monopolist's product is 

“iEr & vasr rtss 

will be transferred from his product 
substitutes. 
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Even when there are no substitutes, a monopolist 
who charges a very high price for a commodity 
for which the demand is inelastic may not be able 
to maintain that price without running the risk 
of Government interference. The Government 
may regulate the price that can be charged in 
order to avoid exploitation of the public. 

It follows, therefore, that monopoly price 
is not inevitably a high price. Even from the 
monopolist's own point of view, the price need 
not be high, because, by keeping the price low and 
so inducing a large demand, he can increase the 
efficiency of his productive machinery and so keep 
his costs to a very low level. He can reap the 
economies of producing on a large scale and of 
the concentration of production at the best- 
equipped plants, of eliminating part of the costs of 
advertising and salesmanship, and of standardising 
the product. In general, large demand at a low 
price helps him to increase the general pro¬ 
ductivity of his organisation. In short, he can 
take full advantage of the Law of Increasing 
Returns. 

We can illustrate this bv reference to the case 
of the well-known motor-car manufacturer, Mr. 
Henry Ford, who at one time had such a monopoly 
of the manufacture of light cars that the old-type 
" Ford car ” was known practically all over the 
world. Mr. Ford’s monopoly power was restricted, 
however, by the possible competition of sub¬ 
stitutes (i.e., other light and cheap cars), and so 
his power to raise prices was definitely limited. 
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At the same time, the sales of Ford cars would 
At the same ■ been raise d, 

r ver, soM at a 

produced under condlimnTof increasing returns; 

considerations that mig t a ^® h possessed 
not to exercise the monopoly power he po.s 

and charge a high price for his car. 

Price Discrimination 

The monopolist has a Heneed 

not available to thecompe in oP ^ can , 

not sell all his output at a unidiscriminate 
owing to the absence of comp ’' „ e a differ- 

o. ITZ°« •«> 

ent pnce in each, y • ts in the price 

dentists discriminate between p doctor often 

they charge for their services. 1 he doc ^ ^ 
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in several vaneties of p Again, a 
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much lower price than he charges at home for the 
same product. 

The usual aim of discrimination is to increase 
profit. By judiciously fixing different prices to 
suit various markets, monopolistic producers can 
sell more goods and make a larger profit than if 
they fixed a uniform price for all their goods. 
This is particularly so where they produce under 
increasing returns, because their costs per unit 
fall as their output increases. 

But a monopolist can discriminate in this way 
only where the commodity sold in the cheaper 
market cannot or will not be transferred and re¬ 
sold to the dearer market. A poor patient cannot 
re-sell his doctor’s services at a higher price. 
The industrial user of electricity at low rates 
cannot re-sell his electricity at higher rates to 
domestic users. The success of a discriminating 
monopolist depends, therefore, on a very efficient 
knowledge of the market for his goods and of 
the psychology of the people who purchase them. 

Dumping 

Dumping usually implies the selling of goods 
in a foreign market at a lower price than is charged 
in the home market, or at a price that is below 
the cost of production of similar goods in the 
country to which they are sold. Dumping is a 
device frequently resorted to by monopolistic 
undertakings, and may be adopted in order to 
capture foreign markets, or to dispose of a surplus 
of goods produced as a result of an incorrect 
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the goods dumped. For these reasons most Govern¬ 
ments have endeavoured to prohibit the dumping 
of foreign goods in their markets by refusing their 
entry or by subjecting them to heavy import 
duties. Such measures have necessarily to be 
applied with great caution, however, as they may 
react ultimately to the disadvantage of home 
consumers by depriving them of cheap foreign 
goods. 

The dumping in other countries of a surplus of 
products resulting from a faulty estimation of the 
home demand is frequently resorted to by large 
producers to get rid of surplus stocks, and so to 
obviate a fall in the home price of their product 
and thus to maintain their monopoly revenue. 
Dumping of this kind is open to the objections 
already mentioned, viz., the disturbance of trade 
and the discrimination in favour of foreign 
consumers. 

Dumping can also be carried on in the home 
market. At one time, for example, there was 
keen competition between the Westphalian and 
the Silesian coalfields for the Berlin coal market, 
with the result that coal was cheaper in Berlin, 
midway between the two coalfields, than in the 
coalfields themselves, even after the heavy cost 
of transport had been paid. 
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money, prices and banking 

other goods and services that we require. 

money 

are £i and ios. notes, half-cro : gns 0 r 

but he is not likely to J^ ali ^ that 

half-sovereigns. He belongs t g 
has never seen gold in circulation. 

What Is Money? frlf ,.. p use 

For small transactions in this coun^ coins 

coins of silver, copper and bronze- q{ thc 

are known as token money, than the face 

metal contained in each com is less ' " d down , 

value of the coin. If a s 1 ing ' { q ve r in the 

there would not be a shdlingswo th of^i ^ 
resulting metallic mixture. o England 
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Each of these forms of money is a medium of 
exchange, i.e., something that we can give in 
exchange for some article or service that we require. 
We sell our services for money in the form of 
wages or salaries, and use that money to buy 
things we want—food, clothing, shelter, cigarettes 

and seats at the cinema. 

Money, therefore, is a means whereby we 

exchange our goods and services for the goods and 
services that we need to satisfy our wants. And 
the money we pay to the shopkeeper or cinema 
proprietor enables him, in turn, to exchange the 
goods or services he sells for other things that he 
needs. Money is, in fact, anything that is undely 
used and accepted within a community as a means of 

exchange. 

Various Kinds of Money 

Before money took the form of coins and paper 
notes, many other things were used as media of 
exchange. As a rule, such things were commodities 
in fairly general use or ownership. Cattle served 
that purpose in early pastoral communities, while 
slaves, furs, skins, shells, tea. tobacco and rice 
have been used at various times and in various 
places. But to us the use of any such things would 
appear to be highly inconvenient, and we should 
certainly not regard them as fulfilling the functions 
of a goad money. Slaves and cattle cannot be 
sub-divided and have only a limited life; tea, 
tobacco and rice perish. They cannot be held 
indefinitely as a store of value. This is a great 
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unit of account, i.e., a unit in terms of which 
business transactions can be measured and 
recorded. Without a medium of exchange we 
should have to exchange one article directly for 
another article : so much butter for a pound of 
tea • so much milk for a loaf of bread. Every 
time a hatter wanted a shave, he would have to 
find a barber who wanted a hat. In other words, 
we should have to resort to barter, the direct 
exchange of goods and services for other goods 

DIRECT EXCHANGE (BARTER) 

WHEAT PASSES ^FROM X TO V 

FRUIT PASSES^ ROM Y TO X 





INDIRECT EXCHANGE (USE OF MONEY) 
*MftT »SSIV« 0 MXTOA^~~N.** 0 «t MWISjMHIW 1 


MONtY lASSISf ION A TO 1 



FRUIT PASSES FM3HY10X 



and services, without the intervention of money. 
Obviously, this system is extremely inconvenient 
and not always possible. In a modern community 
there must be a medium of exchange, which people 
will freely accept for their goods and services and 
can keep until such time as they wish to use it for 
the purchase of other goods and services. 

It is also important that there should be a unit 
of account, to provide us with a standard by means 
of which we can measure and record the values of 
things exchanged. When we use money we 
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express each thing entering into exchange as 
worth so many units of money, everything of 
value has a price, and by using money we can 
without difficulty compare the relative values of 
any two things. If a loaf of bread and a pint of milk 
each costs 3 <f., we know that in our commumty 
a *d loaf has the same value as a pint of milk. It 
a hat costs Ios . and a shave M.. we know at once 
that the hat is worth twenty shaves, and so on. 

Anything used as money must perform these 
two functions, but standard money, i.e., the l ™ney 
adopted as the basis of the monetary system of a 
country eg., the pound sterling, performs two 
further^unctions. It serves as a store o/wh«. 
it can be put away until it is wanted without los n 
any of its value as a means of exchange for other 
goods If I paint a picture and sell it to-day for 
Ive pounds which I do not require to nse say fo 
twelve months, I must be reasonably certain that 
the five pounds I receive will, in twelve months 
time be P worth about the same amount of goods 
aTthey are to-day. I accept the five poumls 
because I know they can be relied upon as a store 
of value that will not vary with the passing of Urn 
Akin to this is the function of acting as 
standard for deferred payments. The 

D—Ecoq. 



98 TEACH YOURSELF ECONOMICS 

Clearly, I should lose on the transaction, for the 
value of the money unit will have fallen by 50 per 
cent. And that fall would, of course, adversely 
affect all those who, like myself, had made loans 
and advances. On the other hand, it would greatly 
benefit you and other debtors and borrowers, 
because you could repay your creditors in money 
whose value in terms of goods was only half of 
what it was when your debts were incurred. 

Gold as Money 

Gold is the best of all the commodities that have 
served as money. It is universally acceptable 
because it has alternative uses for adornment, in 
the arts, in dentistry, and so on. Gold is also 
easily recognised, portable and durable, whilst it 
can be divided into small pieces or coins of uniform 
quality without losing any of its value. Further, 
it has great value in small bulk, and over long 
periods its value is comparatively steady. 

Other metals also have certain of these qualities, 
though to a less degree than gold. Silver, for 
example, is far more plentiful, and consequently 
far less expensive, than gold, but its value has 
been subject to more marked fluctuations. Hence 
in practically all countries silver was gradually 
superseded by gold as the standard of value. 

Paper Money 

As gold coins are expensive to use and as there is 
not nearly enough gold in the world to settle all 
transactions, modern communities use as money 
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caper notes of various denominations that actuaUy 
or nominally represent gold held m reserve. 
Paper money may consist either of bank notes, 
i e notes issued by an authorised bank (e.g., the 
/s'notes of the Bank of England), or government 
notes ie notes issued by the State, e.g., the £i and 
10/ note's issued by the British Treasury during 

^No to LreSd Vo be* ^convertible when the holder 
can legally return them to the issuer for exchange 
Stogold or silver, whichever is the standard 
metal Notes are inconvertible when no such 

« JS .Z ITS SS ttggi 

==35 

dly^tht Bank S o S f P Engtnd is not compelled to 
give gold in exchange for its notes, although_it is 
compelled to keep a certain amount of go d m 
reserve as a backing for the notesA^es tave 

KJSt "OK “ 

central bank. 

Legal Tender Money 

Usually, the money that you carry 
pocket for buying things-money such as Ban 
of England notes, silver and copper-w ll be what 
is called legal lender. The law decrees that certain 
forms of money must be accepted . P 
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whom you offer it in exchange for goods or services, 
or in payment of an outstanding account In 
other words, it can be legally offered, or tendered, 
to your creditor, and your creditor cannot legally 
refuse to accept it, although he could refuse to 
accept money that was not legal tender e.g., the 
notes of a private bank or the money of another 
country, or a cheque, if you offered it to him. 

Money that is legal tender is known as currency 
and the law may declare that a given form of 
monev is legal tender for payment of any amount 
[i.e., unlimited legal tender), or legal tender for 
payments only up to a certain aynount (i.e., limited 
legal tender). In this country. Bank of England 
notes and gold coins are unlimited tender; you 
can use them to pay a debt of any amount and your 
creditor prejudices his rights to payment if he 
refuses to accept them. Our silver coins, however 
are legal tender only up to £2, and copper is legal 
tender only up to is. Therefore, if you owed a 
person £5 and offered to pay him 100s. or 1200 d., 
he would be quite within his rights if he lefused 
your offer and sued you for proper payment. 

Credit Money 

In practice, currency or cash (which is another 
name for currency) is used to settle transactions of 
only quite moderate amount. As a rule, currency 
is not used for settling larger business transactions. 
The majority of business payments are made by 
using what are called credit instruments (such 
as cheques or bills of exchange) which are not 
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legal tender but are accepted by creditors m 
payment for goods or in settlement of debts, pro¬ 
vided the drawer is considered to be reliable. 

Credit money in its various forms (cheques, 
bills of exchange, promissory notes, postal orders 
“d money orders) is used to settle an enormous 
number of transactions, and its use greatly econo¬ 
mises legal tender currency. Credit instruments 
are all simply substitutes for legal tender money, 
fnd they are Lcepted because the person receiving 
them counts on being able to convert them into 
cash without difficulty if he wishes to do so. 

FORMS OF MONEY 


Stato 


Token 

I _ 

I-1 1 

Money St Silver Copper 

Postal Coins Coins 

Orders 


1 


Standard 


Central Bank Other Banks. 
• Uink oi Ex ! sUt>d> mKuals. 

ClC. 


Paper Gold C oins Note s 
(Unlimited let»l Tender) 




Credit Money, 
Cheques, 
Bills, etc. 
(Noc Legal 
Tender) 


(Not Legal (Limited Legal 
Tender) Tender) 

The Value of Money 

We have seen that the value of any commodity. 
i.e., its power of exchanging for other 
is determined by the interaction of demand an 
supply. Money is no different *om a ny °the 
commodity : its value, i.e., its power of exchang 
ing for goods, or its purchasing power over com¬ 
modities, also depends on demand and suppy. 

The Demand for Money is the quantity of 
money needed to effect business transactions. 



I02 TEACH YOURSELF ECONOMICS 

i.e., to effect the transfer or exchange of the goods 
and services offered for sale. Sellers want money 
for their goods and services; in other words, they 
are demanding money, and the more goods and 
services there are being exchanged, the greater 

is the demand for money. 

The same article, as it passes from producer to 

wholesaler, wholesaler to retailer and retailer to 
consumer, may give rise to a demand for money 
from several people. The demand for money is, 
therefore, affected not only by the volume of 
goods and services being exchanged, but also by 
the frequency with which such goods are exchanged, 
as is indicated by the number of people through 
whose hands the goods pass before reaching the 
final consumer. The greater the activity of trade. 
i.e., the velocity of circulation of goods, as distinct 
from the volume of trade, the greater the demand 

for money. 

The Supply of Money is the actual amount 
of money—notes, coins, cheques, bills, etc. used 
for effecting exchanges. It includes all forms of 
money, standard money and token money and 
all forms of credit, that are doing the money- 
work. But in considering the supply of money, 
we must consider not merely the total quantity 
of money in use, but also the velocity of circulation 
of money, i.e., the number of separate transactions 
for which each unit of money is used. The shilling 
we give the milkman is passed by him to his wife, 
who in turn hands it over to the greengrocer in 
payment for a cabbage and potatoes. The same 
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Shilling used in ten transactions is really 
the same function as ten separate shillings eacn 
^ d T one transaction only. The velocity of 
circulation thus increases the supply of money 

engaged in doing the money work. 

Now at any moment there is a certain quant ty 

'.s h i 2" - 

rise°or prices vviU fail. Every shilling now buys 
m0 re goods than it ^^^“putchased 
ForonTy 8 s C0 If', on’the other hand, the quantity 
of goods ; he by S X e issu d e ofTxtrTn^es). 

TetC ofa uiifof money falls, uc^prices^ise^ 

-t now Pay £ 

every shilling buys less butter and, of course, 

° f Thiisthe value of money and ^ r,e “ f“ n ^'|'n dther 
two aspects of the same thing. an . f mone y 

dUd P o Un“.5 

Let us suppose that, on a given date, A, 

A - 
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Now, suppose that, following an improvement 
in productive methods, the supply of goods by 
another date. B, is doubled, but that there is no 
change in the amount of money available for 
settling exchanges; then, on date B, 


B 4 ooo units of goods equal 20,000 units of money 
4 And 1 unit of goods equals 5 units of money. 


As between dates A and B, therefore, the value 
of the money has risen, because, at B. we can buy 
the same quantity of goods for less money, 5 units 

instead of io. , . , , 

Looking at this change from another point of 

view, we see that prices have fallen. \\ hereas at 
date A io units of money are necessary to buy i 
unit of goods, at date B only 5 units are necessary 
to buy the same quantity of goods. We can see, 
therefore, that the value of money varies inversely 
as the general level of prices. If prices rise, the 
value of money falls; if prices fall, the value of 
money rises. Further, we can see that if the 
supply of money remains the same whilst the 
demand for money increases, there is a rise in the 
value of money. 


The Quantity Theory of Money 

This relationship between the supply of money, 
the demand for money and the value of money is 
expressed by Economists in the Quantity Theory of 
Money, which states that the value of money de¬ 
pends on the relation between the demand for money 
and its supply. In other words, the theory states 
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that the value of money depends on the money 
work to be done by the supply of money availably 
If during any period of time there is no change in 
the supply Of money but an increase in the num¬ 
ber of'exchanges to be made, then, according to 
the theory, the value of money will rise in propor¬ 
tion to the increase in the money-work to be 
performed; in other words, prices of commod.tie 

measured in terms of money, wi ‘ ' j d with 

an increase in the supply of money, coup^led whh 
no change in the volume oH-nsactions w .11 cau^ 

a P r^. in 

i^r^ **■ ^ f h : 

converse® will be true if the supply exceeds the 
demand. 

PRICES 

Price Index Numbers 

As money is itself the measuring-rod by which 

we indicate^and determine the value of all other 

things, we cannot express the value ^ ^ 

in terms of commodities in general, ‘ ’ , 

can measure changes in the value of mono 0 - 

changes in the GENERAL level of p ,« s ' 

changes are difficult to measure £^ysTpart 

money is used in a host o because 

from the purchase of goods; fondly. ^i ^ 

the prices of some goods rise whilst ‘^P^^y 

others fall during the same peno , ' and 

because goods change so much in quality 
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description over a period of years that we cannot 
be certain, when we are comparing the price of one 
unit at one time with its price at another time, 
whether we are dealing with exactly the same 

What we call the method of index numbers does, 
however, enable us to measure approximate 
changes in the value of money from year to year. 
The computation of an index number is a compli¬ 
cated business, but the principle can be explained 
by a simple example. Suppose that in 1930 we 
pay 6 d. for a loaf of bread, is. for a pound of 
butter and is. 2d. for a pound of meat. Suppose, 
too, that in 1931 the price of bread has fallen to 
4ff., that butter is unchanged in price at is., but 
that the price of meat has risen to is. 6 d. If now 
we take 1930 as the year with which we propose 
to compare future prices {i.e., as our base year , 
we equate the prices for that year to 100, and cal¬ 
culate the prices in subsequent years as percentages 
of the prices for 1930; thus : 


Bread 

Butter 

Meat 


1930. 
6 ./. = 100 
izd. = 100 
14J. = 100 

Ilii? 


1931- 

100 


= 6 7 


100 


Average, i.e.. Index 
Number ( 193 °) 


Ad. = 4 X 
izd. = 

iStf. = I 8 X ^ = 1^9 

Average, i.e.. Index 
= 100 Number (1931) = 9S' 6 


Thus for 1931 we have 98-6 as the index number 
comparable with that of 100 for 1930, and this 
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put years, 't ” an indlc.ttat el 

£“ S“ »<>» In P*~ " «-»“> 

different commodities and of ta f en so as 

varieties of the same commodd y r wh oUsaU 
to ensure greater accuracy. Moreover, ^ ^ 

prices of food commodities (< e.g., are se iccted 

raw materials {e.g., %vo ° an . because they 
for index numbers of than 

retail prices, and be description from 

raw materials change lit U ' n deSC P however , 
one year to another Retarl1 prices a , 

usedas the basis of index numbers des^g ^ 

indicate and record c a "S which the earnings 
because the commodities hase d at retail 

of workers are spent are p 

prices. 

Weighting 

In the example of an jpd^^^commodities, 
tir« to^ommodities are 
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far from being of equal importance, so that an 
index number that is to be of any value must 
make some allowance for the relative importance 
of the different commodities on which we spend our 
money. If one commodity occupies a position of 
little importance in our general expenditure, a 
rise in its price should not influence disproportion¬ 
ately an index number that purports to indicate 
changes in the general level of prices; in other 
words, a rise in the price of that commodity 
should not be given too much “ weight *' in our 
index. On the other hand, commodities that are 
of importance must be allowed for according to 
their prominence in the expenditure of the average 

person. . 

For this reason, the compilers of index numbers 

attempt to allow for the different importance of 
the commodities whose price-changes they are 
measuring by assigning to them “ weights ” that 
correspond to their relative significance in the 
average family “ budget ” or average distribution 

of expenditure. 

Let us suppose, for example, that bread is five 
times and butter twice as important as meat in 
the budgets of consumers as a whole. We then 
assign a " weight "of 5 to bread, 2 to butter and 
1 to meat. Then, to obtain more accurate index 
numbers, we multiply the approximate weight by 
the ascertained new price of each commodity, 
expressed as a percentage of the base price, and 
we then divide the sum of the resulting products 
by the sum of the weights, thus : 
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Price 

• 

193 1 


Product 
of Per¬ 


Price 

Weights. 

centage 


in 

in 

193° 

and 


193°. 

I93 1 - 

%• 

__ 


Weight. 

Bread 
Butter . 
Meat 

6 d. 

12 d. 

14 d. 

4 d. 

12 d. 

18 d. 

c? 

100 

129 

5 

2 

1 

8 

335 

200 

_I_29 

8)664 




VT_ 

__ fto 

83 


Weighted Index Number = 83- 


«. - «■« *» 

"' T “” “,“™b,r thus » ”“J 

1„„ than that « tha P”™“ 

reflects the greater importance in I , 

theTall in theprice of bread between x 9 30 and 1931. 


Changes in the Price Level 

Individual prices are of C0 'J^’ “"bui, as 

changing, some rising an ot '° rS * th er and have 
a rule, these changes oflset one an ^ w 

little serious effect. Changes number are, 

./ Pius as indicated by an x 
however, much more important and 

serious in their results ' , od for trade. 

Rising Prices are said to be g d their 

They encourage business men I 

businesses because rising commodity pr o 

mean greater profit margins, for the 
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the manufacturer’s fixed charges (such as rent 
rates and interest on debentures) do not rise at all, 
or rise less than the prices of the goods he sells. 
Rising prices, therefore, usually mean that in¬ 
dustrial plant is more fully employed, and that 
there is a reduction in overhead costs per unit of 


0U There is also an increase in employment, 
directly because the expanding businesses require 
additional labour, and indirectly because people 
generally have more to spend and more goods and 
sendees have to be produced for sale. I n this way 
prosperity is diffused throughout the community. 
The producing classes are, on the whole, the 
debtors of the community, and, as a rise in 
prices reduces the real burden of their debts and 
interest payments (because each unit of money 
they have to pay away represents less goods than 
before). they can more easily and successfully carry 
on their activities. 

Rising prices are specially advantageous to an 
industrial nation, so long as the rise is not violent. 
But where prices rise violently, owing to excessive 
inflation, as in Germany after the Great \\ ar of 
1014-18, considerable harm is caused, mainly be¬ 
cause the resultant uncertainty as to the ultimate 
level of prices is one of the greatest hindrances to 

business stability and development. 

Falling Prices have depressing effects on 
economic activity : they are bad for trade. By 
reducing or destroying profit margins, they tend 
to stitle enterprise and restrict production. 
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have to be sold at lower p hand. Profits 

cipated when P r0 ^ UCt ?^ 1 ''Completely fail to mater- 
are, therefore, reduced or comple J a 

ialise, production is restrict 6 ^ nQt {all 

heavier burden to m u ry, difficulty of 

as rapidly as prices (owing to the^c* ^ge 

getting labour to accept lax^ s)> overh ead 

rates always lag increase, costs of pro- 

charges per unit o{ ° u P ^ lative t0 selling prices, 

duction become grea vment ensues and 

plant has to be teft idle. un«npteym^t 

dividends are redU “ general purchasing power 
there is a fall m the g d P reS sion extends 

of the community, and A s d intere st pay- 

throughout industry. time 

ments become greater burfen a* *he ^ ^ 
when producers are least able to y 
many failures result. be va i ue 0 f 

Thus rapid and marke ci ^ downwar d 

a currency, whether in . P nd lead to wide- 
direction, breed great unce Y ernatio nal trade 
spread loss of confidence. the currency 

also is hampered because tl an d buyers 

cannot be estimated wit 1 a ^Y afe reluctant to 
and sellers in other cou - n terms of a 

enter into transactions ™ casu chang ing value, 
currency of indefinite and rapidly changi b 

banking 

• . v. n c expanded and 

As the economic system ha p more 

grown, the financial mechanism has 
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complicated, credit transactions have enormously 
increased, and most business transactions of any 
magnitude now pass through the hands of the 

banks. 

The Functions of a Bank 

The British Banking System, in particular, is 
renowned for its high efficiency and for the 
variety of services it renders to the community. 
Originally, a bank was a place where people took 
their valuables for safe keeping; now it fulfils a 
number of other highly important functions. It 
receives deposits from customers on current account, 
i.e., repayable on demand by cheque and bearing 
no interest, or on deposit account, repayable only 
after a period of notice and usually bearing in¬ 
terest ; it makes fixed loans to its customers on 
loan account or gives them fluctuating overdrafts 
on current account ; it discounts bills of exchange 
and promissory notes at market rates, and accepts 
bills of exchange on behalf of its customers and 
correspondents. 

Most modern banks also undertake important 
agency services on behalf of their customers and 
other banks, as, for example, in the safe custody 
of valuables; in collecting cheques, dividends, 
coupons and foreign bills; in undertaking stock 
and share transactions and foreign exchange 
operations; and in carrying out the duties of 
attorney, executor, trustee, or referee as to the 
standing and integrity of customers. 

The majority of banks in this country are banks 
of deposit, and the function of note issue, once of 
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paramount importance m 1 British banki g, 
confined in England and Wales to he Bank o, 
England, and in Scotland and Ireland to the long 
established banks of those countries. 

The Utility of Banking to the Community 

A consideration of the functions discussed m the 

preceding paragraphs will indicate at once that 
bankers render services of inestimable talue t 

the trade and industry of the country 

as intermediaries between large nu equally 

tors or lenders on the one hand an^of^ y 
numerous borrowers on the » ^ 

capital and make its use effec ive. They may^ 
regarded as great reservoirs o oa^ ^ funds , 

which flow a myriad small ‘ , t the 

and from which are distributed ^ 0 ^° needed 

country, at the times when t ley efficiently 

and in the places where they can be t 
used, supplies of capita which « 

garded as sources of fur c productive 

small sums of money are rendered^p 

which would otherwise remaini ^ i()n assists 

and in this way the banking g e an d small 
the transfer of the wealth of arg where 

capitalists in a rich locality o o ^ profitably 

that wealth can be efijcie y commu nity 
employed, to the ultimate benefit of the 

as a whole. , , obtained 

The facility with production and 

from banks acts as a stimu j - Manu- 

as an incentive to industrial enterprise. 
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facturers and traders know that they can rely 
upon the banks for financial accommodation in 
difficult periods, and are therefore able to utilise 
their own working capital to the fullest extent. 

In general, the existence of a sound and well- 
developed banking system provides safety for 
small and large savings, enables payments to be 
made, even over great distances, with safety and 
dispatch, and so facilitates all types of financial 
operations. Hence, the existence of a sound and 
efficient banking system is in itself an encourage¬ 
ment to saving, thrift and economy. The small 
depositor is brought to appreciate the facilities 
for safe investment which the banks provide and 
thus we find that, in a modern community, even 
the poorer classes keep accounts at a savings bank 

if not at a joint stock bank. 

Conditions such as these must ultimately react 
to the general well-being of the community, and 
when it is remembered to what extent time, money 
and labour are saved by the cheque system, and 
by the general utility services of our banking 
institutions, it will be readily conceded that a 
country with a sound banking system is possessed 
of one of the firmest foundations of prosperity. 
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Our examination of the arf produced, 

this point has shown us w the va lues of 

why services are performe , boW those 

goods and service 5 are eterrm ^ so as to 

values are measured in betwee n producers 

facilitate the exchange of g d ^ consider how 

and consumers. N\ e ha > wh i ch they 

consumers obtain the mo y t 0 f the 

can in turn obtain contro ° t obtain the 
total goods prodded >.e., ^ g * ods ^ they 

money with which to y 
require. 

Distribution . : t u this 

The branch of Economics that deal ^ 

matter is known as Distnbu » ^ ysica i transfer 

sense. Distribution me ^’"faring out or appor- 
of goods and services, bi A s and services 

tionment of the total value of goods^an & ^ 

produced within a^ c °^ m t l ake rt in their pro¬ 
period among those v . Q f production, 

duction, i.e., among the four agents of P 

land, labour, capital and ente p ^ unity t o 

These four factors serv i c es, and 

produce a sum total of g 
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each of these four factors is, of course, entitled 
to a share of the aggregate value of those goods 
and services. /This aggregate value is described 
by the Economist as the National Dividend, and 
is regarded as the net product of the fruits of 
industry that remains after allowances have been 
made for replacements of raw materials and 
depreciation of machinery during the period in 
which the dividend is obtained, usually one year. 


Production and Distribution: 


Afents. 


Rewards. 


LAND 

LABOUR 

CAPITAL 

ENTERPRISE 



^ INTEREST 
^ PROFITS 


Our problem now is to discover what principles 
regulate the division of this net product of 
industry, or National Dividend, between the four 
agents of production. The shares that go to 
land, labour, capital and enterprise are respec¬ 
tively known as rent, wages, interest and profits. 
In this chapter we shall consider Rent, the pay¬ 
ment that is made out of the product of industry 
for the use of land or natural resources. 


The Nature of Rent 

Tlie term “ rent ” has a special meaning in 
Economics. It refers solely to the payment made 
for the use of land or natural resources. The 
amount of this payment in respect of any plot of 
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land depends on two properties of the land: its 

for agricultural purposes, 
fertility is the mam factor determining t ^ W 
ment that is mad ^ and the drainage 

3^-^ SS: a r moretrtU: 

fertile plot is likely to give h.mj better 

for his outlay of labour ^id capital. he 

The farmer also considers the 

land, and, other things eing "j wjth re g a rd 

land that is advantageou y produce, 

to the prospective market ^ ^ CQn . 

Usually he will pay a station 0 r an 

veniently near a to\ f rom a railway 

arterial road than for * accessible on i y with 

station, river or town trou blesome to take 

difficulty. If it is costly and 

food and necessary suppUes \ to ^ the farm to 

marker the' rent" farmer wffl be willing to 
pay for the farm wUl be relative^ y ° ■ the 

P In towns, where most of theUnd ,s ^ ^ 

building of houses ' 5 ? P 'i a ying-’ficlds, parks or 
warehouses, or for road , P J { ven greater 
recreation grounds situation » of e^ £ ^ 

importance. Land w but jt must be 

such purposes need not be ' ose for which 

conveniently situate or ^^Me, and the 
it is required, t.c., it mu 
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more accessible it is the higher the rent it will 
command. So we find that rents in the centre of 
a city are higher than rents in the suburbs or in 
a nearby village. 

Why Rent is Paid 

Goods are produced, as we have seen, because 
people want them and are willing to pay for them, 
a rise in the prices of certain goods will stimulate 
the production of those goods, and more will be 
placed on the market. 

Land is different. An increase in the demand 
for land, or an increase in the rents paid for land, 
cannot call more land into existence; land is a 
free gift of Nature and its supply is fixed for all 
time. It is true that the amount of land used for 
a special purpose can be varied, e.g., some land 
can be diverted from agricultural use to building 
purposes or from pasture to wheat-growing, or 
vice versa; but when the supply of land as a 
whole is considered, no adjustment is possible. 
No rise in rents can increase the supply and no 
fall can reduce it. 

The payment that is made for land depends 
entirely, therefore, on the strength of the demand 
for the available supply. If there is more land 
available than there are settlers to take it up, as 
happens when new countries are first exploited, 
little or no rent will be paid. On the other hand, 
land in the old countries {e.g., those of Europe) is 
scarce relative to the number of people who can 
profitably make use of it, so it commands a rent 
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and that rent vanes with its ^^ e g ® dous C om- 
tion and of fertility. land xn the City of 

London) |°and ^uch W co-quently commands 

"" AnothT^'^im^orhint diminishing 

emergence of rent is tha in the case of 

Returns operates 6 cultivators are 

land. Because of this tendon y, ferti i e 

for this they pay a lower rent. 

The Ricardian Theory of Rent economist 

David Ricardo, a mnetee " ’' hc firs 7 who sought 

of great eminence, was one amount 

to^plafnhowrenternerge-ndho he 

is determined. To U nts settle in can 

supposed that a ban o ^ rocee d to cultivate 

uninhabited area of land an P cultivate 

it. Naturally, they appropriate^ ^ ^ 
the most fertile parts firs , > the wants of 

is plenty of this good land * ‘duce, land is a 
the community for agnwKw", P r payme nt 

" free good Mike air or sunshine, an 

is made for its use. , is only a limited 

In any area, however, the emigrants 

supply of first-grade land ; a "f\ t0 be done to 
increase in number, somet 1 g The settlers 

increase the supplies of produce. 
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can either increase the yield from the land they 
already have under cultivation by improving 
their methods, i.e., by applying more labour and 
capital, perhaps in digging more deeply and 
applying more expensive manure, or they can 
put other plots of land under cultivation. If 
they apply more capital and labour to the same 
land, more produce will be forthcoming, but, as 
we saw in an earlier chapter, the Law of Diminish¬ 
ing Returns will operate after a certain point, 
and the cost per unit of produce will rise. Such 
intensive cultivation, i.e., increasing the output 
per acre of the same land by the application of 
more labour and capital, would be undertaken only 
if the increased output and the rise in the price of 
the produce, due to increased demand, would 
make worth while the outlay of extra capital and 
the application of additional labour. 

If the other alternative is adopted, and less 
fertile land, which we can call second-grade land, 
is put under cultivation, the output per acre of 
this land for a given expenditure of labour and 
capital is less than on the first-grade land; that is 
to say, the costs per bushel of produce are higher. 
But the settlers find it worth while to cultivate 
this second-grade land because the increased 
demand for produce sends up its price sufficiently 
to cover the higher cost of cultivation on this 
land. 

Now it is most important to observe that, 
although lands of two different qualities are being 
cultivated, all the produce (whether from first- 
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yields 30 bushels of wheat per acre and the 
second-grade land 28 bushels per acre. Now the 
price per bushel of all the produce is the same 
whether it comes from good land or poor land; 
but if the less fertile land is to be cultivated at all, 
the price per bushel at which its produce is sold m 
the market must cover expenses (i.e., the cost of 
labour and capital), otherwise no one will find it 
worth while to cultivate this land. Costs per 
unit of output on the better land, however, are 
lower than on the second-grade land, and the 
better land yields a surplus of 2 bushels of produce 
per acre, the rent per acre of the better land is. 
therefore, equivalent to the price of 2 bushels of 
produce, and anyone wishing to hire such land 
from the owner will, owing to competition, have 
to pay a rent per acre equivalent to the price of 
these 2 bushels. 

A farmer who prefers to hire good land rather 
than to farm a free plot of inferior land (possibly 
because he does not want the trouble of breaking 
in new land) will have to pay this rent to the 
owner; but his ultimate position as regards his 
total expenses will be the same whether he rents 
the better land or cultivates the inferior land rent 
free. If he farms the inferior free land, his 
receipts per acre are those from the sale of 28 
bushels of produce, and these receipts must cover 
his expenses. If he chooses to farm the superior 
land, with the same expenses per acre, he obtains 
the receipts from selling 30 bushels, but pays to 
the landlord a rent equivalent to 2 bushels of 
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first-grade land, the rent of the first-grade land 
will rise to 4 bushels, while the previous no-rent, 
second-grade land will acquire a rent of 2 bushels. 


Diagram Illustrating the Theory of Rent; 



Equal Areas of Land or Decreasing Fertility. 


In the diagram equal spaces along AE represent equal 
areas of land of varying degrees of fertility, and the 
annual output from each area, obtained with the same 
expenditure of labour and capital, is represented by the 
whole rectangle erected on AB, BC, CD and DE. The 
four white rectangles represent the cost of production 
on each of the four plots, and the three shaded areas 
of varying size represent the varying surplus over cost 
of production on the three superior areas of the land. 
On the lowest-grade or marginal land, there is no surplus 
over cost, for the output is equal to cost of production, 
and this land consequently yields no rent. 


If fourth-grade land is taken into cultivation, 
the rents on all the land already being used will 
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rise • if the yield on the fourth-grade land is 24 
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marginal) dose yields a surplus over the marginal 
dose, and the sum of these surpluses represents the 
rent that can be commanded by the land above 
the margin. When, therefore, the supply of 
land is limited, rent accrues because the rise in the 
price of agricultural produce makes more intensive 
cultivation worth while. 

Economic Rent a Differential Gain 

Economic rent may, therefore, be defined as a 
differential gain that accrues to the owner of land 
by reason of the relative advantages (of fertility 
or of situation, or both) which that land possesses 
over the least productive land supplying the same 
market. The amount of rent paid will be the total 
amount of this differential gain represented by the 
excess of the annual produce of the land over that 
of the marginal land supplying the same market 
and cultivated under similar conditions. 

Changes in Rent 

As rents increase because the continued demand 
for produce leads to a fall in the margin of cultiva¬ 
tion, and as the rent of any plot of land measures 
its superiority over the least productive or marginal 
land in use for the time being to supply the same 
market, it is clear that the margin will shift with 
alterations in the demand for produce. If, for 
any reason, less produce is wanted, so that its 
price falls, then the margin of cultivation rises, 
i.e., the worst land goes out of cultivation and 
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of a large town is much higher than that in the 
surrounding agricultural areas, and there is a 
gradual increase as the centre of the town is 
approached. 

The payment made for the occupation of a 
dwelling is not pure rent. It consists largely of 
interest on the capital expended in the provision 
of the building and partly of an allowance for 
repairs and depreciation. Whilst, therefore, the 
land used for building purposes will yield its owner 
at least the current economic rent of agricultural 
land, payment for the occupation of a dwelling is 
not rent in the economic sense of the term. Rent 
in the economic sense is a payment solely for the 
use of land or other natural agent and does not 
include any return on capital invested. 

Rent Forms no Part of Price 

The farmer, of course, pays his rent out of the 
price he receives for the produce of his land. His 
rent is the surplus remaining after his produce 
has been sold and his expenses of production have 
been met. But the rent he pays does not determine 
the price that he gets for his produce; the rent • 
of agricultural land forms no part of the supply 
price of agricultural produce. 

This statement is the logical inference from the 
theory of rent here outlined. There cannot, 
under competitive conditions, be any difference 
in the prices received in the same market for the 
same kind and grade of agricultural produce, 
even though it has been produced at varying 
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expense. Because of the Law of Indifference, 
explained in Chapter III, all produce of the same 
kind and grade sold on the market at the same 
time is sold at the same price, however and 

wherever it has been produced. 

Now the price at which the produce is sold must 
be high enough to remunerate the cultivator of 
the most inferior Land that is being used, i.e., the 
marginal cultivator whose costs of production 
are highest. But this marginal land yields no 
economic rent, and, as it is the cost of production 
on this land that governs the price, it cannot be 

said that rent enters into price. 

In short, high prices are the cause of high rents 

because high prices call into use inferior land in 
order to increase supplies, and the differential 
return of the better land is thereby increased. 
But high rents are not the cause of high prices, 
because rent of any kind does not enter into 

P The same is true of urban rents. A shopkeeper 
in a fashionable thoroughfare pays a higher rent 
than a shopkeeper in the suburbs, but it is not 
because he has to pay a high rent that he charges 
high prices. The high rent is charged by the 
property-owner because he knows that high 
prices or a large turnover are possible in the 
thoroughfare concerned, and the shopkeeper is 
willing to pay that rent for the same reason. In 
fact, it is competition between shopkeepers lor 
the better sites that causes those sites to command 
high rents. 

B—Ecoo. 
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Unearned Increment 

When the value of land rises quite indepen¬ 
dently of the investment of labour and capital in 
the land, as. for example, because of social pressure 
(in towns) or as the result of the building of a 
railway or of an arterial road, an unearned 
increment" is said to accrue to the property- 
owner. This return is unearned in the sense that 
the owners of the land have done nothing to bring 
about the additional value acquired by the land, 
and for this reason such additions to land values 
are regarded as suitable for taxation. 


Royalties 

A royalty is the payment made by the operator 
of a mine or oil-well to the mineowner or land- 
owner. Usually, this payment is fixed for a long 
period ahead on an estimate, made by a surveyor, 
of tlie resources of the mine or well and of its annual 

output during that period. 

•\ royalty differs from a rent. A rent is a pay- 
ment made for the use of the indestructible powers 
of the soil. The land is not injured when culti¬ 
vated or used for pasture; in fact, it is generally 
improved. Mining and oil production, on the 
other hand, deprive the land of part of its riches; 
once coal and oil. tin and gold, are taken out of 
the land they cannot be restored, so the value of 
the land is correspondingly reduced. A royalty, 
therefore, is partly a rent and partly a compensa- 
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lion for the decrease in the value of the W caused 
by the removal of part of its mineral wealth. 


The Justification for the Payment of Rent 

The payment of rent for land has met the full 

blast of Socialist denunciation. It has been 
1 the payment of rent should be 

abolished and all land nationalised under the 

°"The S proposal for nationalisation can be better 
i ustfiled in the case of land than it can m the case 
of other factors of production. Clearly, as things 
. n A at nresent we have to face a slow but 
r^in rise in rents as land gradually becomes 
more scarce and it is pointed out with justification 
by Socialists that this rise in rents is in no way 
due to the efforts of landowners : that it is a type 

of unearned, income. . . . • 

On the other hand, the recipients of rent t.e., 

f lonH are as iustly entitled to their 
the owners of land, arc as ju y 

rg, rs™ r r £ 

rent in the same way as the possessor of a eollec 
bon o” rare pictures is entitled to any income he 
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can obtain by exhibiting them, or, to give another 
example, in the same way as a person jx»essng 
rare abilities is entitled to draw his rent of 
ability ”, But as against this there is the view 
that rent of land arises from social causes over 
which no one individual has control and for which 
no individual can claim credit, as he can in regard 

to other forms of income. 



CHAPTER X 

WAGES. THE REWARD OF LABOUR 

Most people receive their share of the product of 
industry in the form of " wages ”, which term is 
used ^Economics to denote any form o, remunera¬ 
tion for labour or for service. The bricklayer 
the bus driver, the shop assistant, the teacher, the 
bank clerk, the doctor, the solicitor, and a host 
of other people receive wages as the reward for 
contributing to production by their efforts, menta^ 
or manual, of " hand ” or of brain . Thoug 
in certain grades of society these rewards are 
given the more dignified name of salary or fee 
or emolument, their nature is the same as that of 
wages and no different principle is involved in 

their determination. 

Methods of Wage Payment 

The two chief methods of payment for labour are 

Time Wanes and Piece Wages. 

Time Wages are paid for a certain length 

labour-time—an hour, a day, a week, a month or 

a year This method is general in those ©ecu- 

pat ions, such as transport, clerical work and 

agriculture, where it is difficult or 

measure the quantity and quality of the work. 

or where the work varies greatly between different 

*33 
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workers; and also in those occupations where 
careful application is required and undue haste 
might cause loss or damage to the product or to 
the tools or machinery used, e.g., in artistic work, 
or in high-class millinery or in diamond-cutting. 

Where time rates of wages are paid, much 
depends on the honesty and loyalty of the worker. 
Whether he works fast or slowly, well or badly, he 
is paid the agreed rate of wages. Usually the 
time worker is doing work that he likes and can do 
well while the employer, appreciating this fact, 
relies upon his doing his best and pays him 

accordingly. 

Piece Wages take the form of a specified 
payment for a certain unit of output, £•£•» so 
many shillings for pressing a suit of clothes or 
for mending a pair of shoes, or for addressing 1,000 
envelopes, or for turning a brass fitting. By this 
method, the worker is paid according to what he 
produces ; the faster he works, the more units he 
completes anti the more he receives. There is, 
consequently, a tendency to scamped and imperfect 
work. Hence this system can be adopted only 
in those industries where individual output can 
be easily anti quickly measured and inspected, 
as in the shirt-making, boot and shoe and chocolate 
industries, where the products are usually stand¬ 
ardised and excellence of quality is not always a 
first consideration. 

In practice, piece rates and time rates must 
have reference to each other. Piece rates can be 
fixed only when it is known approximately how 



WAGES, THE REWARD OF LABOUR *35 

lone a worker earning a certain wage will take to 
do a certain job or produce a given article. Piece 
rates also must be so adjusted that a certain 
minimum day-wage is earned: they 
obviously be unacceptable to the worker if they 
were fixed so low as not to enable him to earn a 
reasonable wage, whilst they might be ruinous to 
the employer if they were fixed too high O. the 
other hand, a time rate must be based directly or 
indirectly, on the average amount of work that 
can be done or is likely to be done in a specified 

time. 

Real Wages 

The wage paid to the worker, however calculated. 
is by no means a true indicator of Ins economic 

position. The worker who tells ^ s h ^ ea 
thirty shillings a week has not told us all. 
have a true picture of his earnings we must know 
many other things. We must know if h.s work s 
irregular or regular, pleasant or unpleasant, the 
length of his working day, the nature of h.s employ- 
ment its effect on his health and strong h, t.e.. 

whether his working life is likely to ^' ° T 

short the prospects of success, and whether there 

is a possibility of adding to his earnings by spare- 

“ Toludge whether a worker’s earnings are high 
or low we must also know something of the p »r 
chasing power of money. Thirty shillings earned 

at a time when, or in a place where 

things are very cheap represent a higher 
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wage than thirty shillings earned at a time when, 
or in a place where, food and other essentials are 

extremely dear. 

A man's real income consists of the net advantages 
he obtains from his employment. Some workers 
are paid partly in kind; thus the steward of a 
club, in addition to his wage, usually receives free 
quarters, heating, lighting and possibly even free 
food. Other workers may have special facilities 
for purchasing the commodities they help to sell 
or to produce, e.g., shop assistants may be allowed 
a discount on their purchases in the shop where 
they work; the miner gets coal for nothing or at 
low prices; the railwayman receives free or cheap 
passes for railway travelling both for himself and 
for his family; workers in large departmental 
stores and catering firms can get their food and 
other articles at very favourable prices. In some 
jobs, too, extra income can be earned in spare 
time, as in the case of a school-teacher, who can 
take private pupils or evening classes after ordinary 
school hours. A clerical worker may receive a 
lower money wage than a manual worker, but 
usually his work is cleaner and less arduous, and 
gives him a higher social prestige. 

In addition to such special cases, we must 
remember when we consider the real income of 
many members of the community that they deri\e 
considerable benefits from the provision of social 
services by the State and municipalities, e.g., free 
education for their children, public baths, and 
insurance against ill-health and unemployment. 
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Differences in Wages 

When vve have allowed for these factors, we can 
make a reasonable estimate of the value of a man s 
real wages. But we are not. even then, in a 
position to know why wages vary as between 
different industries and even in the same industry 
in different parts of the country. Why for ex¬ 
ample, is the farm labourer paid less than the 
carpenter > Why do skilled men normally receive 
Sr wages than unskilled men ? Why are 
printers in London paid more than printers in the 

provinces? „ _ . 

When we consider these differences, we see at 

once that Society values the work of one man more 
highly than that of another; we see that the 
community will pay very little to a dustman, but 
will give a high rate of pay to a skilled surgeon or 
a successful barrister. Within a trade differences 
in personal ability may easily account for differ¬ 
ences in wages; we should expect the more sk fu 
bricklayer to earn more than his less skilful 
colleague, but this does not explain differences o 

wages as between different trades. 

To solve this problem we have to discover how 
the wages of particular groups of workers are 

determined. 


The Relation between Wages and Marginal 
Productivity 

The wage of labour, i.e., the value of labour - ' s * 
like all other values, determined according to 
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general laws of supply and demand. Wages tend 
to a level where the demand for labour and the 
supply of labour are in equilibrium. If at any 
moment, the wage rate for a given type of labour 
is high, the demand for that labour will tend to 
fall and the supply of people who can do the work 
will tend to increase : more people will try to 
get into the trade. If, on the other hand, wage 
rates in a given trade are low, people will leave the 
trade for some other occupation, whilst employers 
will tend to employ more workmen in order to 
reap the benefit of the low rates prevailing. 

On the demand side (/.<?., the employer s side), 
wages are determined by the marginal productivity 
of labour. With labour, as with other factors of 
production, the yield or productivity of each 
additional unit employed in any kind of production 
decreases after a certain point is reached (cf. the 
Law of Diminishing Utility, p. 2l). 

Let us consider an employer taking on men to 
work in his factory. After a point, each additional 
man employed adds a smaller quantity to the 
total output than the previous employee, and a 
stage is reached when the last worker employed 
adds only just as much to the value of the total 
output as the wages he is paid. Clearly, it is not 
worth the employer’s while to take on any more 
men after this ‘‘ marginal ” worker. Since the 
employer pays equal wages to all workers in a 
given grade, it follows that the wages of all the 
workers in any grade of labour equal the marginal 
productivity of that labour, i.e., the value of the 
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additional output obtained by the employment of 
the last labourer just worth employing. 

Competition between employers for a given 
supply of labour brings about this equilibrium 
between wages and the marginal productivity of 
the number employed. The demand for labour 
of a particular grade is determined by the total 
demands of all employers. If the wage rate is 
below the marginal productivity of the labour 
force of any employer, it will pay him to take on 
more men. Each employer will therefore, tiy 
to employ that number for which the marginal 
productivity is equal to the wage ruling Now 
Ff this totaF demand exceeds the supply o labour 
being offered at that wage, competition between 
employers will raise the wage rate. Alternatively, 
if the supply of labour exceeds the demand for 
it at a given wage, the wage rate will fall owing 
to competition between workers seeking em- 

Pl0 ThTp n rmciple of marginal productivity does not 
imply that an employer will dismiss men or take 
on more men as soon as there is a diverge^ 

between wages and marginal pro uc a „j n;l i 
one thing, it is not always easy to measure margma 
productivity at anv time. Again, the dismissal of 
men may result in disorganisation of the business. 

Marginal productivity is a guide tot, “™ 0 
ployer as to when it will be profitable fo t- 
make a change in his labour force. speed 

with which he acts will depend on the circum 

stances. 
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The Worker's Standard of Life 

On the supply side (the worker’s side), there is a 
minimum wage that the worker will accept. This 
minimum represents the cost of maintaining his 
customary standard of life, t.e., the amount of 
necessaries, comforts and luxuries he is accustomed 
to enjoy and upon which he will, in the long 
run, insist under conditions of free competition. 
Although, by reason of the action of employers, 
wages in the short run will be equal to the marginal 
productivity of the labour employed, in the, long 
run wages must also l>e sufficient to maintain the 
standard of life to which the workers are accus¬ 
tomed, otherwise the supply of that kind of labour 
will tend to fall off. Workers will leave the trade 
and try something else, whilst young people will 
not be encouraged to enter the trade. 

Among the professional classes there is a 
marked tendency to delay marriage and limit the 
number of children so that the customary standard 
of life may be maintained. But when the standard 
is verv low we find that hopelessness and careless¬ 
ness as to the future tend to make the average 
family comparatively large. 

The Determination of Wages 

Wages tend to fall to a point at which there will 
be a demand for all the labour seeking employ¬ 
ment. In those grades where there is over¬ 
crowding (as, for instance, in unskilled occupa¬ 
tions), the worker tends to receive low wages 
because marginal productivity, as measured by 
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the relation between the demand for labour and 
its supply, tends to be low ; and in those industries 
where the supply of labour, relative to the demand, 
is scarce, wages are high because marginal pro¬ 
ductivity is high. 

We can now see why skilled men usually receive 
higher wages than unskilled men. The reason is 
that the intensity of the demand for the services 
of skilled men, relative to the available supply, 
is greater than the intensity of the demand for un¬ 
skilled workers relative to their supply. In other 
words, the marginal productivity of skilled men 
is, normally, greater than that of unskilled men. 

Wage Differences Reflect Net Advantages where 

Competition Is Free 

The differences in the wages of various groups 
of workers are, therefore, mainly attributable to 
the relation between the demand for the labour of 
each group and the size of each group, i.e., the 
supply of labour in that group. If competition 
were perfectly free, wage differences would reflect 
the differences in the net advantages of each 
occupation, and these net advantages wi uld be 
determined by the factors we have already 
considered in discussing real wages, c.g., t le 
pleasantness of the occupation, prospects of 
success, and the length of the working day. Any 
disparity between wage rates and net advantages 
would be corrected by labour movements from 
one form of occupation to another. ... 

The facts, however, are that competition is not 
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perfectly free, and that entry to certain occupa¬ 
tions is restricted because consideral le expense 
has to be incurred in acquirin': the necessary 
knowledge and skill, and in the period of waiting 
before earnings or fees come in {e.g., in the case of 
a doctor or barrister or solicitor). These barriers 
are. normally, strong enough to prevent the influx 
into such occupations of recruits sufficient in 
number to lower the marginal productivity of 
that kind of labour to a level equal to that of 
unskilled labourers. In occupations where entry 
is not difficult because little skill is required 
[e.g., dock labour), the supply available is usually 
so great as to result in a low marginal productivity. 
Thus, there are relatively few doctors, because the 
expense of training cannot be borne by many; 
but there are relatively many dock labourers, 
because the work requires little skill. 

Skilled men do not earn high wages just because 
they have acquired the skill necessary to their 
occupations, but because the cost of acquiring that 
skill has limited their supply. Unskilled men 
receive low wages not because their occupations 
need no skill, but because the absence of skill 
allows their supply to increase readily. A wage- 
rate measures the value of labour, and value is a 
rate of exchangeability, not an inherent property 
of the thing valued. It can, therefore, properly 
be understood onlv in terms of demand relative 
to supply. Were doctors as numerous as dock 
labourers in relation to the demand for their services, 
their remuneration would be at a low level. 
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Conversely, were dock labourers as scarce as 
doctors relative to the demand for their serwces, 
the wages of a dock labourer would be high, al¬ 
though the work is of an unskilled nature. 

In a time of depression, dustmen may be 
receiving higher wages than many skilled engineers 
because the demand for engineers, relative to the 
supply is small. As a rule, a depression in 

industry, and intense competition in engineering 

from countries where the standard of living and 
level of wages are low, will affect engineer! g > 
seriously. In such conditions there may be 
relatively little demand for engineers, and the 
wagcswiH fall to a very low level. The demand 
for dustmen, on the other hand, is not subject to 
the fluctuations of industry or to 
competition; municipal service 
industry and dustmen get much the same wage 
whether trade generally is good or bad Enginee s 
on the other hand, earn high wages, but sutler 
from unemployment or shorter working time when 

there is little trade activity. 

Why are Women 's Wages Usually Lower than Men's ? 

The principle of marginal productivity thus 
enables us to understand why some men earn less 

than other men. It also enables us to 

why women, as a rule, earn lower wages than me^ 

The plain fact is that all occupy*a e not open 
to men and women equally. 1 hysicai, g 
conventional barriers operate to con m 
a relatively small range of occupations. 
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means that in most occupations open to women 
the supply of labour is relatively great and 
marginal productivity is consequently low. Low 
marginal productivity, as we have seen, means 
low wages. The coal-miner’s sister who works as 
a nursemaid does not earn lower wages than her 
brother because she is not physically able to hew 
coal. The fact is that the supply of nursemaids, 
relative to the demand, is normally greater than 
the supply of miners relative to the demand. As 
the range of occupations open to women is ex¬ 
tended, we may expect that women’s wages will 
gradually rise. 

Equal Pay for Equal Work 

“ Equal pay for equal work ” is an expression 
of the claim that the same wages should be paid 
for the same work. Usually, equality applies as be¬ 
tween men in the same trade, thanks very largely 
to the efforts of trade unions (see below) : but it is 
more difficult to get wage equality as between 
men and women even in the same trade. There 
has long been agitation among women civil ser¬ 
vants, for instance, that they should be paid at the 
same rate as men civil servants when they are 
doing exactly the same work, but the Government 
will not accept th principle. 

The problem bristles with difficulties, because it is 
not always easy to say what is equal work. Even 
where similar clerical work is being performed by 
a man and a woman, it is not certain that they 
are equally useful to the employer. The employer 
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jobs that an employer would hesitate to gue 

woman. k e little doubt that 

In many cases there can to rkcrs in 

the work is equa , e.g., amon 0 p cases> 

textile and clotlung ra ^ ^ work and 

rt^ls'^^hether he employs 

the same work as the -"t be ^ 

that the employer conside d in such 

And it follows that women amemp ^ 

circumstances, on y me n. 

be obtained at a lower wage than* pa 

The claim of equal pay for equal wor ^ ^ 

merely a claim for raising . p , e wcre 

level of men s wag ^ ^ Qf ^ omen * s wages 
generally adopted t q{ their mar ginal 

would, in most cases, would he 

worth to the employe The «« a[)d thejr 
that many women wouM be ^ ^ the 

places taken by men. f . women. To the 

employer would prefer meni c ould 

extent that there were unemployed m 
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do the women's work, therefore, unemployment 
amongst men would tend to decrease and unemploy¬ 
ment amongst women would tend to increase. 

The increased unemployment amongst women 
would swell the number seeking work in occupations 
restricted to them, that is, in which they do not 
compete with men, and in these occupations there 
would be a tendency for women's wages to fall. 
“ Equal pay for equal work ” would, therefore, 
result in fewer women being employed in the 
occupations where they compete with men, and 
in lower women's wages in occupations reserved 
exclusively for women. 

Trade Unions and Wages 

A Trade Union is a continuous association of 
wage-earners for the purpose of maintaining or 
improving their economic position, and, in this 
and certain other countries, such unions exert a 
considerable influence on wages and working 
conditions. The earliest associations were craft 
unions, in which membership was restricted to 
those who followed a particular craft, e.g., weaving 
or masonry. Next in point of time came the 
industrial union, embracing all those in an 
industry or service, e.g., coal-mining and railway 
transport. The latest form, the “ general’ ’ 
workers' union, embraces unskilled, semi-skilled 
and general workers in many miscellaneous 
industries, e.g., dock labourers and road workers. 
All three types are represented in our present-day 
labour organisation; the Amalgamated Society of 
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Woodworkers is a craft union, the Nali °>“‘‘ Un ^ 
Railwayman is an industrial union and the i runs 
■hort and General Workers’ Union is a general union. 

P The extent to which trade unions can influence 
wages depends on the operation of two power u 
factors : the elasticity of the demand for the product 
and the Proportion that wage costs bear to to ol 
cosL If the product is one for which demand is 
very elastic, if a small rise in price lea s 
large fall in demand, and if wage costs form a 
high proportion of the total cost of its production 

S in P the P case of coal), the power of 

raise wages in the industry conceded isjv r ly 

limited, because any increase in ***** , wiU 

up costs and prices, and these hig P 
load to a serious curtailment of demand, 
result will be unemployment among the mem e 

of the trade union. , _ vnn d what 

Wages, then, cannot be increase y unkm 

. ^ . I . rt ilar industry to the 

can raise wages in any particular indu, V 

level justified by the ^ X^are "not 
ductivity where wages up to that & a 

already being paid. Dunng P beyond 

strong trade union may force up g expense 

this level, but this can be done only a £ 

of profits, or of the consumer P™ and 

reduced below the normal level, en T> 
capital will shun the industry; ( Pnc 
the effect on the consumer will lained 

nature of the demand for the product, • P 

above. 
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Ultimately, therefore, wages depend on the 
efficiency of the industry. A trade union can 
improve that efficiency, but its real effect on wages 
depends on its ability to secure equal pay for equal 
work performed by its members Trade unions 
have not been so effective in raising the general 
rate of wages as in standardising the rates paid 
throughout the whole of an industry, and so 
preventing individual exploitation. 

A trade union can do no more than ensure that 
the workers get their fair share of the product as 
measured by their marginal productivity. If an 
industry improves in prosperity, the union can 
demand a portion of the increase for the workers; 
but if an industry does not prosper, higher wages 
cannot permanently be paid, however strong the 
union. 

Trade Unions and Hours 

During recent years, the increased nervous 
strain caused by the general speeding up of 
production and the development of the machine 
system of industry has led to the intensification 
of the workers’ demand for reduced hours. At the 
same time, the essential monotony of modem 
industrial life and the greater claims of politics, 
literature, the arts, and sport upon the interest of 
the workers, all increase the tendency to demand 
more leisure. 

On psychological and moral grounds the case 
for a shorter day might be justified even though it 
involved an economic loss, but recent investiga- 
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tions suggest that in numerous instances the case 
for reduced hours of labour has an economic 
justification. It has been shown that, when hours 
are shortened, economies of production are 
generally effected: overstrain is eliminated, 
accidents are reduced, and generally the fixed 
capital of industry is used more economically, so 
that losses and expenses are diminished and output 
tends to increase at less cost per unit. 

Employers are, therefore, inclined to view such 
demands sympathetically, whilst recognition of 
the economic benefits to the worker of adequate 
leisure lies behind the arrangements made in many 
branches of industry for “ holidays with pay . 



CHAPTER XI 

INTEREST, THE RETURN TO CAPITAL 

Interest is the payment made for the use of 
capital by the borrower of capital to the lender. 
It is the amount paid by a borrower of capital 
over and above the original sum borrowed. If 
Jones borrows £1,000 from his bank for a year at 
5 per cent., he will, at the end of the year, pay the 
bank £1,050. The additional £50 is the interest 
paid by Jones for borrowing the £1,000 for one 
year. Interest is usually calculated annually 
as a percentage of the original amount borrowed, 
and this percentage is known as the rate of interest . 

In examining the theory of interest, we are con¬ 
fronted with two problems. The first, Why is 
interest paid ? And the second, What determines 
the rate of interest ? 

Before we approach these problems we must 
understand clearly what we mean by “ the rate of 
interest ”, for in any community there are in 
existence at the same time many different rates of 
interest. In this country, for instance, we may 
lend our money to the Government by putting it 
in Treasury Bills and get one rate, or we may put 
it on deposit in a joint-stock bank and get another. 
We may get even higher rates if we invest the 
money in a building society or lend it on mortgage 
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or invest it in the debentures of a joint-stock 
company. 


Gross Interest 

Clearly, different types of borrower pay different 
ratesof interest. OurGovemment and the Govern¬ 
ments of the other great Powers can borrow money 
at very low rates of interest, whilst gold-mining 
and oil-producing companies, whose °P" r ^ 1 “ s 
are known to involve considerable risk of loss of 
the capital used, have to pay high rates to induce 
people to lend them the money needed to exploit 
their mines and oilfields. Again, the yield we may 
get by investing our money in the debentures of a 
great British iron and steel company may be only 
,1 per cent., whereas we can obtain as much as 
tVer cent- on debentures issued by a copper- 
mining company or by a company that owns 
cinemas. We may find, too, that while our loca^ 
bank is charging its customers 5 per cent, for an 
advance a moneylender in the same street may be 
getting as much as 20 per cent, from the people 

"reason^' this variation in the payment 
made by borrowers to lenders of capital is that he 
total return or gross interest received by the 
lenders includes certain elements in addition to net 

interest, viz., (1) a Payment f” th ‘ Zbfe 

the capital lent : and (2) a payment for tin trouble 
and inconvenience entailed tn looking after the 

"tnd our money to the British Govern- 
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ment by putting it in the Post Office Savings Bank, 
we know that it is as safe as it is humanly possible 
to make it, and we are therefore content with a 
low rate of interest. If we lend our money to a 
rubber- or oil- or gold-producing company, we 
know that we are running a high degree of risk 
that we shall lose our capital, and we require a 
high rate to induce us to invest in such concerns. 

Some investments, again, require a good deal of 
attention. If we lend our money to the British 
Government, we can forget all about it and know 
that we can get it back without difficulty when we 
want it. But if we put our money in gold or oil 
or rubber or cinema companies, we must interest 
ourselves in the fortunes of the company con¬ 
cerned ; we must keep an eye on the production 
of gold, or of oil, or of rubber; we must watch the 
fortunes of the film business; and if we are not 
satisfied with conditions in the industry concerned, 
we must take steps to get our money out as quickly 
as possible or risk losing it. 

Net Interest 

The factors of risk and trouble, therefore, 
account for differences in the rates of gross interest 
in different contracts between borrowers and 
lenders. But when allowance has been made for 
them, there remains a minimum or net rate of 
interest which even the most secure and fluid 
investment must pay, at a given time, in order to 
attract the capital it requires. This net or pure 
rate of interest is the payment made solely for the 
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use of capital, as distinct from any risk or trouble 
that may be involved by the investment. In 
practice, such a rate may be taken as that received 
on Government stock, in which it may be assumed 
there is no element of risk or inconvemence^ 

This minimum rate tends to be equal J 
borrowers. Rates of gross interest may vary 
widely at any given time as between diderent 
Wowers, bu't net or pure interest must be the 
same for all borrowers, because there can be on y 
o r price in the same market, at any particular 
rime "or the same commodity-the commodity 
n this case being capital. Competition for capit 

sr sr sr 

*•« c;'.r " tz 

-refZlA ”, 

inconvenience and the same risk, the rates J g 
interest tend also to be equal. 

Why is Interest Paid ? 

To understand why interest is paid at alhwe 
must obtain a clear conception Jt wa3 

performed by capital in pro a ital con- 

explained in an earlier chaptert'ia P ^ 
sists of real things-machines plant r in 

and factories-which cannot be dispensed ^ ^ 

production. S “ ch individuals, or 

Str^Sa^hoha^mu^ 
over the necessary means of excnang 
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other things that are scarce and in demand, 
therefore, capital commands a price, and that price 
is interest. Without capital, production could 
not be carried on, so the producer who wants 
capital must pay for it in the same way as he pays 
for labour or for land. 

If a manufacturer or other business man has to 
hire a machine ( e.g ., a calculating machine), we 
should expect him to pay for it, and if he decided 
to borrow money in order to buy that machine, 
we should expect him to pay for the hire of the 
money that makes the purchase possible. 

Although it thus seems only reasonable and 
equitable to us that people should pay for the use 
of capital, the ancient Greek and Roman philo¬ 
sophers regarded the payment of interest as un¬ 
justifiable, and in the Middle Ages the Church went 
so far as to forbid usury —the lending of money at 
interest. This attitude was due partly to the 
fact that there was in those days little use for 
hired capital, and partly to the fact that money 
was lent only to accommodate the unfortunate, 
often with baneful control by the lender over the 
borrower. 

When industry and commerce developed, 
however, there arose a legitimate demand for 
the use of capital by enterprising producers; 
gradually the payment of interest came to be 
tolerated, and eventually it was regarded as 
justified and even necessary. It was recognised 
that a properly conducted business transaction 
for the loan of money for productive purposes was 
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of advantage to both lender and borrower and 
that borrowed capital, when used by the producer 
in conjunction with the other factors of production, 
was creative of productive resources. It came to 
be realised that the owner of capital lent to pro¬ 
ducers was justly entitled to a part of the increase 
in resources made possible by the use of his capital, 
and that interest paid for the use of capital was a 
justifiable recompense for the capitalist s a s - 
tion from the immediate enjoyment which his 

capital could make possible. 


Borrowers Pay Interest because Capital is 

Productive 

Borrowers are willing to pay interest on 

borrowed capital, therefore, because b Y mca “ °* 
it they gain command over goods and services 

from the use of which they obtain benefit N°wa 
days, the majority of loans are used to assist 
production. By using borrowed capital P 
ducers can buy machines and raw material, erect 
buildings and hire labour, and with ‘l.c assistance 
of such factors can produce commodities wo h 
considerably more than the sum of money 
borrowed. Producers are, therefore, quite> ready 
to pay a lender part of the product obta '"“L^ 
the use of his capital, for they can produce not only 
sufficient to pay for the loan, but also sufficient 
to repay themselves for their own efforts and 
organisation. Thus capital shares m e P ol j, e r 
of industry because it co-operates wi . 

factors of production in turning out that produc . 
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In brief, borrowers pay interest for the use of capital 
because capital is productive. 

Lenders Get Interest as an Inducement to Save 

The lender, on his part, expects to be reim¬ 
bursed for the service he performs. Owners of 
capital might not be willing to postpone enjoy¬ 
ment of their capital if they were not adequately 
compensated for their sacrifice. It is not enough 
that they will get their capital back in the future; 
the majority of lenders must be compensated for 
being deprived of its immediate use. Most people 
would prefer to spend rather than to save, and so 
require something to induce them to save rather 
than to spend. To most of us, the present is so 
much more real than the future that we are in¬ 
clined to let the future take care of itself. 

Interest is therefore the inducement offered by 
Society to get people to save the capital it needs. 
It is true that some people save without the 
inducement of interest. Many people put their 
savings in a bank regardless of the interest received. 
But such savings would not provide Society to-day 
with anything like enough capital to satisfy its 
requirements. It is, in fact, the competition 
between borrowers for the limited supply of capital 
that is available that causes a price to be paid for it. 
And as there is only one price for the same 
commodity in the capital market, as there is in 
other markets, the same price is paid to all lenders 
by borrowers of a given class, even though some 
lenders might have saved without the incentive of 
that price. 
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The Function of the Rate of Interest 

Since the supply of capital is limited, the rate of 
interest fulfils an important function in directi g 
the limited supply into the channels where it can 
be most profitably used. The rate of mteres . 
so to speak, an automatic regulator of the distribu¬ 
tion of capital. Those who can use capita^ most 
profitably offer the highest price for it and^ con¬ 
sequently, they have a better chance of obtaining 
what is available; those who have little or no use 
for additional capital will pay ^tle or notlu'^? ble 
get hold of it and, therefore, little of the available 

capital comes into their hands. . , f or 

Suppose, for example, that capital is wanted for 

building cinemas and rollerskating n . _ 

that the outlook for cinemas at the time T 
tion is brighter than the outlook for roller-skating 
rinks. Clearly, the prospective cinema l pr P ‘ 
will offer a higher rate of interes for the loan o 
capital than the man who wants to build * 

skating rink, with the result that available supphes 
of capital are diverted to cinema construction, a 

the roller-skating business lias to wait. 

The prevaUing rate of interest, therefore, has^a 

rationing effect; and when we rca . , we 

industry is unable to obtain sufficien 1' bl 
may presume that the prospects of profitable 

employment of capital in that indus ry 

bright as the prospects elsewhere, and that ^the 

industry concerned is not able to ° . hc j js . 
gross interest high enough to overc 
inclination of investors to put their money into it. 
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What Determines the Rate of Interest? 

Like other prices, the price paid for the use of 
capital, i.e., the rate of interest, is determined by 
the relation between the demand for capital and 
its supply. 

The Supply of Capital depends on the ability 
and willingness of people to make present sacrifices, 
i.e., on the power and will of people to save. The 
power to save is a social matter, the will to save is 
more personal. 

The Power to Save depends mainly upon the 
general efficiency of industry. If the " net 
product ” of industry increases because of the 
greater efficiency of one or some of the factors of 
production—land, labour, capital or enteiprise 
—the owners of these factors will have a greater 
return in the form of rent, wages, interest and 
profit, and consequently a larger margin out of 
which to save. 

There are, however, many other factors that 
influence the magnitude of the product out of 
which savings can be made, as, for example, the 
extent of the natural resources of the country, 
the use made of those resources, the soundness of 
the financial policy of the Government, the 
efficiency of the credit system of the country and 
the extent and profitableness of the nation's 
foreign trade. 

Although China, for example, has greater coal 
resources than any country in the world, they are 
mainly undeveloped, and so contribute very much 
less to her National Dividend than do the coal 
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resources of Britain, or of Germany, or of the 
United States, to the National Dividends of those 
countries. Again, the stability of Britain's 
political and financial institutions has enabled her 
to develop her natural resources to a much greater 
extent than has been possible in countries where 
political security and financial stability have yet to 

be attained. 

The Will to Save depends on many personal 
factors, such as foresight, or anxiety about the 
future; the desire to provide for old age and for 
the education of children; the degree of personal 
and national security, without which saving is 
useless; the social esteem and power that the 
possession of wealth engenders; the tenacity of 
the “ habit of work ”; the available facilities for 
safe and profitable investment; and the induce¬ 
ment afforded by the prevailing rate of interest. 
Generally, the higher the rate of interest, the 
greater the will to save; but this is not always the 
case, because some people have so much wealt 1 
that they could not reasonably spend all they 
possess, even if the rate of interest was so low as to 

afford them no inducement to save. 

The Demand for Capital depends on the 

marginal productivity of capital. I he use or 
application of capital in production is influenced, 
as with the other factors of production by the 
operation of the Law of Diminishing Returns 
As more capital is applied to a given quantity o 
land and labour, the successive investments are 
less and less productive, so the producer at ms at 
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using capital up to that point where its marginal 
productivity is equal to the rate of interest paid. 

Suppose, for example, that a manufacturer, 
intent on extending his business, is undecided 
whether to borrow £10,000, or £20,000, or £30,000. 
He may assess the utility or productivity to him 
of a first £10,000 at 7 per cent., the utility of an 
additional £10,000 at 6£ per cent., the utility of a 
still further £10,000 at 6 per cent., and so on. The 
amount he borrows ( i.e ., his demand for capital) 
depends on the rate of interest at which he can get 
the capital. If the rate in the market is 6 per 
cent., he will probably borrow £30,000; if it is 
6£ per cent., he will borrow £20,000, and if it is 
7 per cent., he will borrow only £10,000. 

The aggregate of the demands for capital at 
various rates by all borrowers constitutes the 
total demand for capital. If, at a given rate, the 
total demand of borrowers is less than the total 
supply, competition between lenders causes the 
rate to fall. If, on the other hand, the demand for 
capital at any rate is greater than the supply, 
competition between borrowers causes the rate to 
rise to a level where the supply of capital is equal 
to the demand. The determination of the rate of 
interest in the capital market is thus seen to 
follow the same process as the determination of 
any other market price. 

In Chapter V’ it was explained that if a certain 
supply of a commodity was required by the com¬ 
munity, it would not be forthcoming unless the 
price offered in the market was high enough to 
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cover the marginal cost of that supply. In the 
same way, we can say that a given supply of capital 
will not be forthcoming unless the rale of interest^ is 
high enough to bring into use the last P orU ™°f 
capital needed, and this will be the cap,ta owned 
by the most reluctant investor. He is called the 
marginal investor, and the interest he requires .s 
analogous to marginal cost of product.on m the 

case of commodities. rnn ital 

The rate of interest on a given supi y < P ^ 
therefore, must be high enough to tempt the 
marginal investor, i.e.. the investor who s on 
the margin of doubt whether the rate of interest 
is a sufficient compensation to hin. for postponing 
the immediate use of his capital. If the rate 
offered is lower than this, the investor on the 
margin will prefer to spend now, rather t ^ 
for the future enjoyment of his money, 
lower the prevailing rate of interest, the less capital 

will be offered for investment. 

When the supply of capital ,s equated w h ‘he 

demand, the rate of net interest that causes 

an equilibrium is the rate that is JUS .. f 

to induce the most unwilling of the contributors 

that supply of capital to bring or 1 ita j i s 

Suppose, for example, that £10,000 ed at 

required, and that £ 9 » 9 °° can e . . f or th- 

4 $ per cent., but that the other £ioo owners 

coming unless the rate is 5 per • relative 

of this £100 will be the marginal investor \ t 

to a supply of £10.000, and-as only 

net interest can exist in any market a 


F—Econ. 
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time —the rate paid to them must be paid to all. 
The rate of interest applicable to all capital is thus 
governed by the rate that must be paid to the marginal 
investor whose contribution completes the total supply 
required. 

Interest and Cost of Production 

As interest is paid by the producer for the hire 
of a factor of production, it is part of the cost of 
production, and, in the long run, it must be 
covered by the normal price of the product. 
Interest is a contractual payment: the producer 
has to arrange the rate of interest on the capital 
he borrows before he begins to use that capital in 
production, and he must pay the agreed rate of 
interest to the lender irrespective of whether a 
profit is made or not. But if the producer did not 
anticipate a sufficient return to enable him to meet 
the interest on his borrowings, he would not have 
contracted to pay interest ] and if he cannot earn 
enough with the capital he borrows to cover 
payment of the interest demanded by the lenders, 
he will have to curtail his borrowing or cease 
borrowing altogether. 

Socialist Views on the Legitimacy of Interest 

The Economist maintains that capital yields 
interest, whether it is owned by individuals, by 
corporations or by the State itself, because it is 
used productively. If all the capital in the 
country were owned by the State, interest would 
still accrue as a result of the productive employ- 



INTEREST, THE RETURN TO CAPITAL 163 

ment of that capital. Therefore, the ownership 
of capital cannot affect the fact that it earns a 
return in the form of interest, and consequently the 
Socialist objection to the control of capital by 
individuals is not a valid objection to the payment 
of interest for the use of capital. 

On the other hand, there is some justification 
for the claim of Socialists that the payment of 
interest provides the capitalist with an income for 
which he has not worked. The capitalist merely 
allows his capital to be used, and, even if he has 
laboured to amass that capital, it is still true that 
he obtains interest without working for it, because 
the reward for his past labour was the capital 

itself. . , 

But if the system of private property is to be 

maintained, and if it is recognised that capital is 
an essential factor in production, then it appears 
reasonable to conclude that nothing should be 
done that would tend to interfere with the adequate 
supply of that factor. The inducement to possess 
capital depends essentially on the recognition of 
private ownership and on the possibility of obtaining 
an income from accumulated capital in return for its 
use. So long as private ownership of property is 
recognised, it is clear that some reward in the 
form of interest must be paid if the services of 
capital in production are to be continued and 
encouraged, and it must be left to competitive 
forces to ensure that the rate of remuneration of 
capital is not in excess of the economic service 

that it renders. 



CHAPTER XII 

PROFITS, THE REWARD OF ENTERPRISE 

As his share of the National Dividend the owner 
of a business receives a reward that is known as 
“ profits In practice, he calculates this share 
by deducting from his total receipts all payments 
he has to make to outside parties, i.e., his total 
expenses, and the residue he regards as his profit 
—the reward or return that accrues to him for 
the part that he plays in industry. 

Gross Profits 

Now the term “ profits ” in the foregoing sense 
properly means “ gross profits , and, especially 
in the case of a one-man business, usually com¬ 
prises several elements, additional to what the 
economist regards as pure profit. A fishmonger, 
for example, may manage and control his business, 
provide any capital that is necessary, perhaps 
employ several assistants, and himself work in the 
shop. Further, he may own the land on which 
his business premises are built, and he probably 
provides a “ reserve fund ” for maintenance and 
replacement charges in order to keep his shop 
and equipment in good order and up-to-date 
condition. Hence, out of the total reward or 
gross profit that the fishmonger gets from his 
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business, he expects a return for all his efforts 
and capital investment in the business, and also 
an annual allowance for the cost of keeping up 
or maintaining his premises and equipment. 

When we analyse his reward, therefore, we see 
that it includes wages for his labour as a worker, 
wages of management for his efforts in controlling 
the business, interest on his capital, rent on his 
land and depreciation and maintenance charges. 
The parts of his reward that represent the pay¬ 
ments he receives for the services of his land his 
labour and his capital are true costs of produc¬ 
tion ; if he did not provide these factors lnmselt, 
he would have to pay other people for the use of 
them, so, in reckoning the return that he gets 
from the business, it is right that he should allow 
for payment for the use of the factors he himself 

supplies. 


Pure Profit 

But few people would open shops and take the 
risk of starting and organising any form ot 
business if they were not likely to make for them¬ 
selves something more than mere wages for t heir- 
labour, interest on their capital and rent for their 
land. There is, of course, much to be said or 
the independence of owning and running one 
own business; but that in itself would not com¬ 
pensate a man for the risk, worry and trouble of 
getting a business started and keeping it on itb 

feet. 

The fact is that, over 


and above the return 
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that the owner of a private business gets for the 
use of his land, his labour and his capital, he 
expects to get also a return—which is pure 
p ro fit—for bearing the risk involved in the venture, 
and, as is shown by the following diagram, this 
pure profit is the residue that remains after all 
other factors of production, including those that 
may be supplied by the owner of the business 
himself, have been rewarded. 


ELEMENTS OF GROSS PROFITS 
I _ 


Deduction* for other Factor* 


Wages of Wages of 
Entre- Entre¬ 
preneur as preneur as 
Worker Manager anti 
Controller. 


Rent of 
Entre¬ 
preneur's 
Land. 


Interest 
on Entre¬ 
preneur's 
Capital. 


Depreciation 

and 

Maintenance 

Charges. 


Residue 

I 

Pure or Set 
Profits or 
Reward for 
Risk-bearing. 


We can see the distinction between pure profit 
and the other forms of reward if we consider a 
new business in which all the other factors are 
provided from outside sources. In such a case, 
the entrepreneur rents the land, borrows all the 
capital he requires, and hires men to do the work. 
He himself organises the business and takes all 
the risk. He undertakes that the landowner will 
get his rent, that the hired labourers will receive 
their wages, and that the lender of capital will 
get the interest on his money. After paying all 
expenses the entrepreneur gets for himself any¬ 
thing that is left over. But the difference 
between his reward and the other rewards is that 
the latter are all fixed beforehand by contract ; the 
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rent is so much, the wages so much, and the 
interest on the capital so much. The only reward 
that is uncertain, that cannot be foretold until 
the business has run for a time, is the pure profit 
that belongs to the man who carries the risk of 

success or failure. 

If the factors are not provided from outside 
sources, but are all supplied by the entrepreneur 
himself, as in the case of a one-man business, 
then he must make due allowance for the different 
rewards before he can ascertain his true or net 
profit. This is what he gets by conducting a 
business over and above what he could get y 
selling his labour elsewhere for wages, by hiring 
his land to someone else for rent and by lending 

his capital out at interest. . 

In any business, therefore, any elements in 
gross profits that constitute the return or reward 
to other factors are costs of production which 
must be deducted from gross profits before net 
profit can be ascertained. 

Risk-bearing 

There are certain risks in business and industry 
that can be passed on to others. Business men 
do not, usually, bear the direct risk of fire or of 
theft or of paying compensation to workpeople 
disabled in the course of their employment. 
These risks are carried by specialist institutions, 
insurance companies and underwriting firms, 
which, in return for the payment of an annual 
premium, relieve the business world of such 
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burdens. But the risks borne by the entre¬ 
preneur himself are those that cannot be covered 
by insurance or any other form of specific con¬ 
tract. No insurance company will cover a gold¬ 
mining company against the possibility of its 
mine having very little gold in it, or the pro¬ 
ducer of a play against the failure of the play, 
or a business man against a rise in the price of 
raw materials, or against a change in fashion or 
a new invention that may ruin the demand for 
his products. 

Most of the risk of business arises because most 
production is carried on in anticipation of a demand 
that may not be realised. A firm may design and 
produce a baby car within the financial reach of 
the masses, but as soon as it is put on the market, 
war may break out and scarcely a car may be 
sold. In the past much money was put into 
roller-skating rinks, but in the early days most 
of it was lost because the public was not enthusi¬ 
astic. Owners of roadhouse bathing-pools take 
a big risk in this country, because their takings 
are dependent on the weather, and in a bad 
summer they are likely to lose heavily. 

Risks of this kind are true uncertainties; they 
cannot be insured against or contracted for in 
advance, and profit is the reward that the entre¬ 
preneur receives for assuming them. In so far 
as the entrepreneur, by the use of his knowledge 
and skill, can reduce risks inherent in his business, 
he receives a wage for mental labour of the 
highest type. But for his service in assuming 
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risks that cannot be reduced by delegation or 
by any other device, his reward is true profit. 

The actual conditions of practical business 
show that this conception of profits is a close 
approximation to the truth. The entrepreneur 
or organiser of a large concern can determine 
fairly accurately in advance what rates he must 
pay for land, capital and labour for any given 
output which he may wish to achieve. But his 
rate of profit is always uncertain: it must 
reflect the result of his enterprise and his 
judgment. The services of land, capital and 
labour must be remunerated whether profits are 
made or not; their prices are pre-determined and 
regular, and are generally paid in cash before the 
results of the year's working have been or can 

be ascertained. 

The bearing of risks is necessary for the pro¬ 
gress of society. Society would not have pro¬ 
gressed very far if no one had been willing to 
bear the risks of undertaking new enterprise. 
e.g., railways, the cinema, the wireless and tele¬ 
vision. Profit, therefore, may be regarded as 
Society’s reward to those who successfully bear 
the risks inseparable from progress. 


Variations In Net Profits 

Net profits vary considerably as between di- 
ferent industries, because the extent of the ns 
varies enormously from one industry o ano 1 . 

In fact, the greater the risk, the larger the reward 
that ultimately falls to those who have been bold 
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enough to venture where others have feared to 
tread. The making of bread, for example, in¬ 
volves very little risk, and the profits of the 
baker are generally low. Where risks are great, 
as for instance in gold mining or oil production 
or rubber planting, there may be a heavy loss; 
but if profits are made, they are likely to be large. 

The fact that profit may reach such munificent 
proportions in the case of producers of excep¬ 
tional enterprise and of outstandingly good 
judgment is the mainspring of modem industry, 
and the force which impels entrepreneurs to great 
effort. Without this incentive to the business 
organiser, much land, labour and capital would 
remain idle, or at least be employed to much 
less advantage. The greater the efficiency of 
the various factors and of the industrial machine 
as a whole, the more the entrepreneur will benefit 
in the amount of his profit. But the greater 
efficiency of the industrial machine must un¬ 
questionably be an advantage to the community 
as a whole, and in this respect the interests of 
the entrepreneur and of the community coincide. 

In view of the risks that are inseparable from 
business enterprise, it is to be expected that 
losses are frequently incurred. Firms may lose 
part of their capital, and business men may find 
that their total costs have not been covered by 
their receipts, so that the amount available as 
the reward for their services is less than they 
would have earned if they had worked for other 
people. On the whole, however, entrepreneurs 
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are scarce and the successful ones reap substantial 
rewards. 

The Entrepreneur In Modern Industry 

It is not always an easy matter to identify the 
entrepreneur in modern industry. In the days 
when the one-man business and the partnership 
predominated, he could easily be discovered. 
When the person who controls a business is also 
the person who takes the risk, or when two or 
more persons in partnership share the control and 
also the risk, then clearly those persons are the 
entrepreneurs. To-day, however, the predominant 
form of industrial organisation is the joint-stock 
company, where control is in the hands of specia - 
ists and risk is borne by those who supply the 
capital in return for the prospect of sharing in 

the profits. , .. 

Joint-stock organisation involves the collection 

of savings from a large number of people and the 
transference of the capital so accumulated to 
those who are prepared to employ it in in¬ 
dustry. Investors choose their own method anc 
form of investment, and to that extent P er ^ or ^ y 
assume the risks of the businesses to which they 
entrust their savings. They may take up c cn- 
tures, and so become entitled to interest, irre¬ 
spective of profits and, if things go wrong, iey 
have a first claim on the property of the concern, 
they may take preference shares which ensure or 
them a fixed rate of dividend payable as a 
charge out of profits; or they may become 
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ordinary shareholders entitled to the balance of 

profits. . , 

These ordinary shareholders are the true nsn- 

bearers in the modern joint-stock concern. While 
they delegate the control of the business to paid 
directors and managers, they do in fact assume 
the main risk of the success or failure of the 
business and the amount of the return they get 
is not, and cannot be, settled on any prearranged 
contractual basis. The return to debenture- 
holders is contractual in character; it is fixed 
before the money is advanced and paid before 
profits are ascertained. The return to preference 
shareholders is also contractual in character, and 
though it may not be forthcoming if no profits 
are made, it is a fixed payment that must be met 
before the balance of profit is distributed. The 
return to ordinary shareholders, however, is essen¬ 
tially of a residual nature, depending on the success 
of the business. In good years their dividend 
may be very high; in bad years it may be very 
low, and their capital is the first to be treated as 

lost if the business does not succeed. 

The essential function of the entrepreneur, the 
bearing of risks, is thus of a passive nature so far as 
the ordinary shareholder is concerned. The share¬ 
holder does not personally take part in the 
direction of the enterprise, but if it fails, he as 
the risk-bearer pays the penalty; he is the last 
in the chain of responsibility. On the other 
hand, if the enterprise is successful, his reward 
is high. 



CHAPTER XIII 

INTERNATIONAL TRADE AND EXCHANGE 

International Trade or Foreign Irade means 
the exchange of goods between the countries of the 
world. It is the result of the extension to the 
world as a whole of the principles of the division 
of labour and the localisation of industry that 
a pply, as we saw in Chapter IV, within the 
boundaries of a country. And just as these forms 
of organisation increase industrial efficiency, so 
does international trade add to the efficiency ol 
each country and enhance the benefit it may 
derive from the enjoyment of the world s goods. 
England imports oranges from Spain because she 
cannot grow them herself, whilst Spain imports 
certain machinery from Britain because her 
industrial organisation is not suited for its 
manufacture. 

The object of all international trade is, of 
course, the same as that which underlies all forms 
of exchange—to obtain the greatest possible 
advantage from the exchange of one kind of 
commodity for another—and there are no fun a- 
mental differences in principle between inter¬ 
national trade and internal or domestic trade, t.e., 
trade between different districts of the same 
country. All trade, whether within the boundaries 

*73 
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of a country or not, arises from the same cause, 
viz., specialisation and the consequent exchange 
of products between those who specialise. 

Economic Friction in International Trade 

The differences between home trade and inter¬ 
national trade arise because the countries involved 
are entirely separate political units, each with its 
own language, laws, customs, currency, methods 
of trade and principles of business, all of which 
create barriers that prevent the free operation of 
economic forces. While, therefore, labour and 
capital move comparatively freely between differ¬ 
ent districts in the same country to those places 
that offer the best prospects of gain, both labour 
and capital move with difficulty between different 
countries. People are very reluctant to emigrate 
to a foreign land, even though they could earn 
higher wages there, and capitalists are chary of 
incurring the risks that attend investment in 
foreign enterprises. 

Although the restrictions on mobility are largely 

due to the difficulties that arise in learning a new 

language and becoming acquainted with different 

laws, customs and monetary' systems, they arise 

also from sentiment and attachment to one’s 

native land, from fear of conditions in an unknown 

• • 

country, from poverty (making movement impossi¬ 
ble) and ignorance of the advantages to be gained 
by living in another country. 

Such factors are all more or less passive. There 
are, in addition, various active factors that operate 
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to distinguish international trade from domestic 
trade. Governments often take active measures 
to prevent the free passage of goods and the 
movement of people into or away from their 
territories. They may impose duties on certain 
goods, or even prohibit altogether the entry of 
goods from certain countries. They may ta 
action to restrict or to prohibit the movement 
labour and capital by means of immigration 
regulations or by the control of capital exports, 

ee they may prohibit foreign investment 

S As a result of the operation of these factors, the 
fundamental principles underlying m erna ional 
trade are often obscured, and economists there 
fore approach the question of international trade 
differently from that of home trade. 

The Advantages of Specialisation 

International trade arises because of the 
advantages it brings to the countries that take 
part in it It is clearly beneficial when a country 

te Eve e n if a country is physically ableito produce 

the goods it usually imports, it is 
worth while for that country to import hem 
another country which can produce them 
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cheaply. England, for instance, might conceivably 
grow grapes on a large scale in hot-houses for the 
purpose of making wine, instead of importing 
large quantities of wine from France and other 
countries where grapes grow abundantly and 
cheaply. The cost of such production would, 
however, be enormous, because the climate of 
England is not suitable, and the appropriate 
growing conditions would have to be produced 
artificially. It is, therefore, better for England 
to apply her productive resources to goods that 
she can produce at a low cost, e.g., textiles, and to 
use those textiles to pay for wine imported from 
France and other countries which have greater 
natural advantages for the cultivation of the vine. 
In this way, both France and England gain. 

The Theory of Comparative Costs 

But a lower cost of production is not sufficient 
in itself to explain all movements of goods from 
one country to another. Why, for example, 
should England—the finest dairy country in the 
world—rely on Denmark for butter and cheese? 
The answer is that it pays England better to 
concentrate on manufactures and to obtain butter 
from Denmark, because her superiority in manu¬ 
factures is greater than her superiority in dairy 
farming, and she thereby obtains a greater 
accession of wealth from every unit of labour and 
capital by employing that unit in manufacture 
rather than in dairying. England wants butter 
and Denmark wants machinery. England prefers 
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to get the butter from Denmark rather than 
produce it herself, because she is thereby enabled 
to employ her labourers and her capital in occupa¬ 
tions which make their use more profitable. For 
the same reason Denmark sells butter and buys 
machinery or clothes. In the long run both sides 
benefit by such an arrangement, and in both 
countries there is an economy of both capital and 
effort in obtaining the satisfaction of wants. 

For example, England may, with the same out¬ 
lay of labour and capital, produce ten times as 
much machinery or five times as much dairy 
produce as Denmark, which is thus at an absolute 
disadvantage in both sorts of production, i.e., 1 
can produce both, but only at a higher co^ ian 
England. It will thus be to their mutua 
advantage for England to concentrate on produc¬ 
ing machinery, and Denmark to concentra e on 
dairying. England will exchange her machinery 
for the dairy produce of Denmark, and x> 
countries will have cheaper machinery and dairy 
produce than if they tried to satisfy their wants 
independently. A simple example wi c emo 

strate the truth of this position. 

Suppose that with one unit of expenditure 

there is produced in : 



Machinery. 

Dairy Produce. 

England . 

10 units 

5 units 

x 

Denmark . 

1 •» 

7T „ 

Total 

I I .. 
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Two units of expenditure in each country, 
therefore, will produce n units of machinery and 
6 units of dairy produce. But if England con¬ 
centrates her 2 units of outlay on machinery, and 
Denmark concentrates hers on dairying, there 
will be produced in : 



Machinery. 

Dairy Produce. 

England 

Denmark . 

Total 

20 units 

20 

2 units 

2 „ 


There is a gain of 9 units of machinery, but a 
loss of 4 units of dairy produce. Since, however, 
the expenditure required to produce 4 units of 
dairy produce will produce only 8 units of 
machinery in England and 4 units of machinery in 
Denmark.it is clear that 9 units of machinery are, in 
terms of productive effort, worth more than 4 units 
of dairy produce in both countries. Hence, when 
Britain specialises on machinery and Denmark on 
dairying, the productive powers of both countries 
are more efficiently employed. The resulting 
net gain will be shared between the two countries, 
the actual share of each depending on the relative 
value of machines and dairy produce, which, in 
turn, will depend on the relative bargaining 
strength of the countries. Clearly, however, any¬ 
thing better than 5 units of dairy produce for 10 
units of machinery will benefit England, and any¬ 
thing better than 5 units of machinery for 5 units 
of dairy produce will benefit Denmark. A rate of 
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7 units of machinery for 5 units of dairy produce 

is possible and would benefit both. 

We see, then, that a country does not necessarily 

produce for export goods that it can produce at 
a lower absolute cost (measured in expenditure 
of capital and effort) than another country, it 
tends to export those goods in the production o 
which it has a greater relative advantage, *•«- tie 
goods in which its superiority is most marked or 
its inferiority least marked. Conversely, a country 
does not necessarily import goods because 1 
only produce them at a higher absolute cost than 
another country. A country imports those good, 
in the production of which its relative superiority 
is least, or its relative inferiority greatest. 

This position is summed up as the Law of 
parative Costs, which states that a conn r Y 
tend to concentrate on the production for export 
of those goods in which its superiority is nos 
marked, or its inferiority least marked, and wiU 
import those things in which its superiority is 

least marked, or its inferiority mos 
More briefly, we can say that a country tends to 
export those goods that it can produce with the 
greatest relative advantage, i.e., at the lowest 

^Tlttugh' this principle of comparative costs 

is applied mainly in connection with in | c ™ ^ on f 
trade, we can see it in operation in all forms of 
production. It is merely another way °^ atin S 
that the advantages of the division °f labour ^ 
gained, not by persons doing what t y 
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best, but by persons doing what they can do relatively 
better than other people. A bank manager may be 
better at adding figures in the ledger than at 
managing the bank, but providing his superiority 
over his clerks is greater in managing the bank 
than in adding figures, it is better for him to 
manage the bank and for the clerks to remain at 
their ledgers. This principle of specialisation in 
the direction where the comparative advantages 
are greatest, or the comparative disadvantages 
are least, is responsible for the localisation of 
industries in districts of a country, and for 
localisation between countries. 

Competition in International Trade 

In view of this theory, it may seem strange that 
countries should compete to sell their goods in 
world markets, when the world as a whole would 
gain if countries specialised in producing those 
goods for which their comparative advantages 
were greatest. This apparent contradiction 
between theory and practice can be explained 
(apart from the complications introduced by 
economic nationalism and tariffs—see below) by 
the fact that it is only by the process of competition 
that countries can discover for what products they 
possess the greatest comparative advantages. 

The productive system of the world is not 
static ; it is constantly changing. New sources of 
materials and new methods of production are 
continuously being discovered, and forces are 
continually operating to vary the advantages of 
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a country for the production of certain goods A 
country may thus lose the comparative advantage 
she once had in the production of, say, textiles, 
and be forced to cede pride of place to another 
country in which more favourable conditions have 
arisen For these reasons, international trad 
must remain competitive although it is fundi 
complementary. Competition will reveal that a 
country is not so well suited for the production 
of a certain commodity, relative to other countries, 

as she was in the past. 

The Balance of Payments 

Goods passing from one country to mother have 
to be paid for, and international trade involves 
the creation of debts between countries. Over a 

riven period—say, a year—a country owes sums 

various 0 countries for goods she has imported 

from them, but sums are also owing to her for 
goods she has exported to other country Whe^ 
the total sums owing to a countiy LXLL '' - ^ 

sums owing by her, she is sa d to have 
Balance of Trade ; when the total amo 
by a country exceeds the amount due to her, 

has an Adverse Balance of Trade. . e r 

Payments for commodities areno : ndcbt ed- 
the only items entering into international ndc 
ness. Debts arise between countries fo^ot^ 
reasons, as, for example, for PP - war debts, 
and financial services, and m « tQ natio nals 

expenses of tounsts and rc Britain by 

residing abroad. The payments to Bntai y 
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the countries of the world on account of freights, 
insurance, commissions and interest on loans, 
amount to millions annually. If, for instance, 
England does insurance and banking business 
for Denmark, the premiums and commissions 
are payments due from Denmark to England. 
Again, if England lends money to the Argentine, 
the yearly interest on the debt is a payment due 
from the Argentine to England. Conversely, 
England owes money to countries which perform 

services for her. 

A service performed by one country for another 
is known as an “ invisible export ” of the country 
performing it, because a payment is due for that 
service just as if something tangible had been 
exported. Similarly, services received by a 
country, for which it has to pay, are invisible 

imports ” into that country. 

To find the state of indebtedness of a country 
with respect to the world as a whole, i.e., her 
balance of payments, we must compare her total 
exports (visible and invisible) with her total 
imports (visible and invisible). If her total 
exports exceed her total imports, the country is 
said to have a favourable balance of payments. 
In the reverse case, she has an unfavourable 
balance of payments. 

A country which has a favourable balance of 
payments may receive the balance in gold; or 
she may lend the debtor countries sufficient to 
wipe out the balance and receive interest on the 
loan; or she may leave the money owing to her 
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in the debtor country and use it when required to 
purchase goods or to pay for services or to lend 
to a third country. The country which has 
an unfavourable balance of payments will thus 
have to lose gold, or borrow the amount of t e 
balance from other countries, or hold money 

the disposal of the creditor countries. 

We can see, therefore, that if we consider visible 

and invisible imports and exports a country 
total exports must balance her total import , 
other words, exports must pay for imp or ^ 
follows that if a country's exports fall, her imports 
will also fall unless the deficiency m exports can 
be made good in the ways specified above. W 
can now realise the importance to England of 
keeping up the volume of her exports. 


Seeking a Favourable Balance of Payments 

In addition to the ways indicated earlier ir. this 
chapter, international trade is further cornphcated 
because countries are not concerned solely with 
the advantages to be obtained from specialisation 

and the exchange of goods. f hey . _ at least 
lain a favourable balance of paym . ible 

to keep the excess of imports as 

because a continued unfavourable balan “ ’ ^ 

extent involves serious disadvantages^ A^country 
may become heavily indebted to other countries 

if the unfavourable situation c . its 

ultimately, it may find itself unable to obtain 

essential imports. watr h most 

Small wonder, then, that countries watch most 
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carefully their balance of payments with other 
countries and seek means to correct an adverse 
position should it arise. Generally, they do this 
by means of restrictions on the import of goods, 
since most of the items giving rise to international 
indebtedness are concerned with goods. 

Tariffs 

A popular and effective method of correcting 
an unfavourable balance of payments is to restrict 
the import of goods by imposing on them duties, 
known as tariffs . The price of the imported goods 
then rises by at least the amount of the tariff 
and importation is consequently checked. Tariffs 
are most commonly imposed on goods that the 
country can produce herself, but they may be 
used also to curtail the imports of goods that she 
cannot produce because she wishes to restrict 

their use, for example, drugs. 

Tariffs may also be imposed for other reasons, 
e.g., to foster the growth of “ infant ” industries 
that cannot develop in face of foreign competition, 
or to foster the growth of industries that may be 
vital to the national safety in time of war. 

Protection versus Free Trade 

In an ideal world, there would be Free Trade, 
i.e., a complete absence of duties on imports, 
and all countries would reap to the full the 
advantage of international territorial specialisa¬ 
tion, just as different parts of England benefit 
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from the productive advantages of all the other 

Pa There has, however, always been a strong 
«<” ■**“ “ 

^Xtzs&zssg-'’- 

protection is bound to ene £,*„*» in- 

whole ‘ Fre ^ ^ tariff because the supply 

dustry may benefit by <• reduced but they 

of its goods on the marke * ^ ^ not 

maintain that the country c d Export 

benefit if all industries are protect». f a 

industries in particular wi su ■ foreigners 
country will not buy foreign goods, 

will be unable to buy her go<x . duties 

Protectionists argue that protec^ 

ensure that there will be a van y Trade 

within the country. As a result of rrec^ ^ 

a country might concentra ^ tries to supply 

industries and rely on o \ claimed, may 

many needs. Such a position it sc from 

lead to disaster if supplies of vital g 

» An import duty on goods not produccd^n whic i, an 
on goods that are produced at protective duty, 

equivalent excise duty is levied, is no y 

but a revenue duty. 
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abroad are cut off ( e.g ., during war time) and if 
the demand for the products of the particular 
country falls away, or if the relative advantages 
for these industries decline. These dangers, say 
protectionists, can be avoided by establishing a 
variety of industries, even though some are 
inefficient and have to be protected by tariffs on 
competing imports. On the other hand, it is 
doubtful whether the existence of the danger here 
contemplated can be proved in the present highly 
diversified condition of international trading and 
the many alternative sources of supply of most 
important products. 

Protection is also claimed to be necessary if a 
nation is to be independent of foreign sources 
of supply of vital commodities (especially food) 
during times of war. It is argued that, if a 
country allows its agricultural industry to de¬ 
cline because of the competition of foreign food¬ 
stuffs, and because it apparently pays the people 
to specialise on manufactures, the country is likely 
to be hard hit in time of war when foreign food 
supplies are cut off or curtailed. 

Although there is something in this argument, 
its validity depends on the extent to which special¬ 
isation is allowed to go. In England, for 
instance, it is doubtful whether any amount of 
protection for agriculture would render us inde¬ 
pendent of foreign supplies of food. Moreover, 
the cost of attaining such independence, even if 
possible, is the present sacrifice of cheap food for 
the sake of future security. The question to be 
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decided is whether such a sacrifice is worth while 
for the sake of a problematical emergency 
Most countries have decided that it is worth 
while and the desire for independence in the 
period between the two wars with Germany gave 
rise throughout the world to the movement for 
economic nationalism, i.e.. the desire of different 
nations to be economically self-sufficmgand 
independent of outside sources of supply of 
essential commodities. 

Another argument for Protection is that it 
necessary to prevent the dumping 1 into a country 
of foreTgn goods made by low-wage labour. To 
thi argument the Free Trader has no effective 
answer but he points to the benefits of cheap 
imports to the consumer, to the difficulty o 
determining what is low-wage labour in view of 
thegreat differences in standards of living between 
different countries, and to the facts t a ow " g 
labour is invariably inefficient labour and that 
labour costs in such conditions are generally 

high. 

The Infant Industry Argument 

There is perhaps more justification for a tan 
where an “infant industry “ is concerned. An 
infant industry is one newly started or atairtto 
be started, in any particular country, as the 

light motor-car industry when it was first!started 
in this country, years after it had attained vast 

dimensions in the United States. 

i See page 9 <>- 
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The argument of Protectionists is that the weak 
infant industry, lacking at first the advantages of 
old-established industries in foreign countries, 
cannot quickly develop to the point where the 
natural advantages of the country will enable it 
to meet successfully the competition of well- 
established foreign industries. Hence, if no steps 
are taken to protect it, it may never come into 
being or, once started, it will decay and die. If 
it is protected by a tariff on foreign imports of 
products similar to its own, however, it can grow 
behind the shelter of the tariff, and ultimately 
become so strong that it can stand on its own feet, 
when the tariff can be discontinued. 

The arguments are valid in theory, but in prac¬ 
tice infant industries never seem to “ grow up 
Instead, vested interests are created around them, 
and any suggestions for the removal of the duty 
are strenuously resisted on the ground that the 
industry is not yet strong enough. The practical 
result is that even when the industry is fully 
developed, the prices of its products are kept 
higher than they need be because of the monopoly 
conferred on home producers by the tariff. 

For these reasons, Free Traders are willing to 
approve a protective duty to assist an infant 
industry, only when two conditions necessary for 
the protection of the home consumer are fulfilled : 
(<;) the industry must be really suitable for the 
country, otherwise it can never succeed; ( b) the 
duty must be removed, in spite of protests, after 
a specified period during which, having regard 
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to all circumstances, the industry should have 
reached maturity. 

THE FOREIGN EXCHANGES 

One of the complications in international trade 
is the existence of different monetary systems in 
different countries. A British pound note is legal 
tender in England, but not in France, where the 
legal tender money consists of franc notes and 
coin. If an Englishman has to pay a debt in 
francs, as, for example, for goods imported from 
France, he must buy the necessary number of 
francs through his banker from the Foreign 
Exchange Market, where all kinds of currencies 
are dealt in. He will pay, say, £1 for 176 francs, 
and this rate will be the rate of exchange between 
francs and pounds. The rate of exchange is thus 
the price at which the currency of one country is 
expressed in terms of the currency of another 

country. 

The price of francs in terms of sterling is 
determined fundamentally in the same way as 
other prices, i.e., by the relation of demand and 
supply. The demand for francs in London comes 
from those who wish to obtain rights to francs 
available for use in France, to pay for goo s 
bought from France or for services performer or 
them in France, or perhaps to send to <1 re a | ne 
in France. Such people want to exchange sterling 
for francs. The supply of francs in London 
comes from those who wish to sell for ster mg 
certain rights to francs that they possess. 1 hese 
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persons may have sold goods to France or have 
performed services for Frenchmen, and so become 
entitled to francs in payment. They wish to 
exchange these francs for their own currency, 


sterling. ... ., 

Thus, foreign exchange is concerned with the 

sale and purchase of rights to currencies available 

as purchasing power in other countries. A man 

going to France for a holiday must have nghts to 

francs there, and he looks to his banker to obtain 

them for him through the mechanism of the Foreign 

Exchange Market. In practice, the supplies and 

demands are correlated by banks and foreign- 

exchange dealers, who will quote rates for buying 

and selling specified currencies. These rates 

fluctuate from day to day, in accordance with the 

conditions of supply and demand on the market. 

If many people in London want francs, and 
francs are in short supply, the price of francs in 
terms of sterling will go up, i.e. t the rate of 
exchange will move in favour of francs and against 
sterling. If. on the other hand, there are many 
sellers of francs for sterling, and few buyers, the 
price of francs in terms of sterling will fall, i.e. t 
the rate of exchange will move against francs 

and in favour of sterling. 

We can now see another reason why countries 


wish to prevent their balance of payments becom¬ 
ing too unfavourable. A country with an un¬ 
favourable balance owes more than it is ow’ed. 
Its demand for foreign currencies is consequently 
greater than the demands of other countries for 
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it, currency The result is a fall in the value of 
its currency in the Foreign Exchange Market._ It 
has to pay more for foreign currencies, and finds 
it dearer to buy goods abroad. If the fall m the 
value of the country's currency was allowed to 
continue the unfavourable balance would 

other countries. 

The Purchasing-Power-Parity Theory 

While in the short run the rate of ^change 

»=:S'»s 

r-”» 

^Fo/tastancT'if a certain collection of goods 

sgssiasass^t^ 

Uv L.w,,n 

h r.s"S«:“ 

tend to move to that level. If ^theam ^ 

f £ ant JT t" 
EngSnd Uy (We are omitting transport costs and 
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tariffs for simplicity.) The consequent increase 
in the London demand for francs, and the decrease 
in the French demand for sterling, will move the 
rate to £i = 180 francs. The converse is true if 

the rate is, say, 170 francs to the £. 

Although many qualifications are necessary to 
this broad statement of the theory, it is un¬ 
doubtedly a clue to exchange movements over a 
long period, when exchange rates move in accord¬ 
ance with the purchasing powers of the currencies 
concerned, i.e., in accordance with changes in 

price levels. 

The operation of the theory is, however, greatly 
impeded, and often obscured, by exchange trans¬ 
actions that have nothing to do with the relative 
price levels in the countries concerned. Other 
influences are speculation in currencies, the flow 
of funds between countries for investment pur¬ 
poses, and the operations of Governments designed 
to regulate the rate of exchange for their currencies. 



CHAPTER XIV 

THE STATE AND ITS FUNCTIONS 

WE have been concerned in the foregoing pages 
with an economic structure of Society that is 
based on private initiative and private enterprise, 
and which by reason of the forces of competition 
and <>f self-interest, is largely self-regulating _It 
has been assumed in our study that law and order 
are maintained in the community by “mei con¬ 
trolling authority that 

“Vatts^th“ ££-Tlnl guards them 
• f restitution This controlling authority is 

jgEsfSjSS 

functions. 

State Activity 

Originally, the only functions of a 

<• p>°~* «• 

on a wider meaning. , , 

elaborate system of police and b ’ US c ^ ntrolled and 
built up, highways had ^ 

maintained, methods of communication had 

o-rcoo. >93 
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developed, the powers of the rich and P owe ^ 
had to be carefully regulated, and the poor had 


to be protected against oppression. 

From the mere protection of property and 
persons, the functions of the State were extended 
to embrace various measures for controlling trade 
and business relationships and for combating the 
evils of poverty and disease. The State undertook 
the provision of social services, such as free educa¬ 
tion, free medical services, housing subsidies and 
assistance for the unemployed, and in a modem 
community it now performs such a wide variety 
of controlling and beneficial functions that its 
actions are sometimes said to be those of bene¬ 


volent paternalism ". 

The social services of general utility to the 
community that are undertaken by the State 
cannot be left to private enterprise either because 
of their magnitude or because of the absence of 
monetary reward. Few individuals can be expected 
to have sufficient solicitude for the general good 
of the citizens of their town as to furnish them with 
parks and playing-fields, or with schools for their 
children, or with well-paved streets and good 
roads for the conduct of their social and business 
activities. The value of such services is immeas¬ 
urable, and by contributing to the health welfare 
and efficiency of the people, they materially affect 
the productivity of the community as a whole. . 

In the provision of such public utilities it is 
now generally agreed that State intervention is 
necessary, although some controversy exists as to 
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THE 

FUNCTIONS_ 

OF THE 
STATE 


Protective 

Functions 


Commercial 

Functions 


Security from attack by 
Foreign Nations 

Internal Security. Ju»Uce 
and Police 

Social Services. i.c. t relief 
of poor, etc. 


Public Works—roads, 

bridges, etc. 


— Post Office, etc. 




Currency. Weights and 
Measures 

I— Consular Service 


_ Education 

Developmental_public Recreation 

Functions 

__ Investigation and Research 


Administrative 

Functions 


r 


Legislation and Admiots- 
tration 


—- Tax Collection 


Important Note 

This Table and the discU ^“ tile StaicassSmes^r greyer. 
to times of peace. In ‘junctions, even to the extent 
more extensive and ^r-rc^ch g ^ ^ actlons of eve ry 
of regulating and directing 

citizen. 
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the extent to which it should proceed. There 
are people who think that the modern State does 
far too much in this direction, whereas others are 
equally convinced that it could do a great deal 
more to help its citizens to a fuller and better 
life. 

Even more controversial is the extent to which 
the State should directly interfere with and take 
part in the business of the community. Should 
the State interfere with the free flow of goods 
between its own people and those of other coun¬ 
tries, as by the imposition of restrictive tariffs 
or by the payment of subsidies or of bounties on 
exports ? Is the control of the postal services, of 
the railway system, of the mines and, indeed, 
of industry generally, a reasonable and proper 
function of modem government? How far is 
government interference justified as between 
employer and employed, or as between consumer 
and monopolistic producer? To what extent 
should the elected representatives of a people 
interfere to regulate the productive activities of 
that people, and intervene to arrange a different 
distribution of wealth from that which results 
from the play of such economic forces as have been 
already discussed in this book ? 

The Functions of the State 

It is clearly the duty of the State to provide 
those goods and services that private enterprise 
cannot be expected to provide, especially protection 
against attack by foreign nations, involving the 



197 


THE STATE AND ITS FUNCTIONS 

maintenance of an army, navy and air force the 
organisation of air-raid precautions and the °P er *‘ 
tion of the secret service. Equally important 
the maintenance of internal security involving 
the upkeep of the police force and of the judiciary 

Sy Th™State must also undertake, or at any rate 
promote, the provision of certam miportant 
commercial services and facilities tha P 
enterprise is not likely to provide, as, for example, 
^ construction and maintenance of road , 
bridees canals, riverways, harbours and light 
houses ' the upkeep of the post office, telegraph 
and railway services; the maintenance of the 
currency including the minting and issue of coins 
and the Usue of notes; the institution and control 
of an effective system of weights and measures, 
and the organisation of a Consular Service for 
developing the trade of the country with other 

""Then there are services which private enterprise 
could not provide adequately, but which are 
necessary for the best interests of the community, 
such as freeeducation, both elementary and highe 
the establishment and maintenance of — 
and art galleries; the estabhshment and encou ^ 
ment of hospitals; and the granting ° 
endowments for various other public »''yP 
poses. The State also provides, chiefly throug 
local authorities, public recrea ion ^ahbes 
public baths, parks and lecture halls; undert 
scientific investigation and research, e.g.. lor war 
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purposes and in connection with the improvement 
of crops, forestry and stock-breeding. 

Most important of all is the assumption by the 
State of responsibility for its citizens when they 
are temporarily or permanently unable to keep 
their places as wage-earners in the economic 
system. In this direction the State provides relief 
to the poor, unfortunate and sick, so raising the 
national standard of health and morality, and 
helps those who, either from natural or acquired 
defects, are unable to hold their own in the 
struggle for existence. 

The Income of the State 

The performance of such a wide variety of 
functions involves very heavy annual expenditure. 
Every year modern States have to expend large 
sums on the army, navy, air force and civil service; 
for stores and materials of all kinds; in making 
grants for social services; in paying pensions to 
various people and in meeting interest on loans 
incurred for exceptional expenditure that cannot 
be met out of the State income or revenue. 

Like an individual, the State tries, as far as it 
can, to pay its way without borrowing. It tries 
to keep its expenditure within the limits of its 
income, most of which is obtained by taxation 
of the people living within its boundaries. 

Taxation 

A tax is a compulsory charge imposed by the 
State or public authority in respect of which no 
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specific service to the individual is rendered in 
return? T^es are not imposed as penalt.es for 
offences against the law. and they are to be 
distinguished from the revenue received by the 
State from any business it may carry on or from 
specUicsTrvices that it might perform for the 
• A **ritual Thus the revenue received by tn 
BrlSh Government from the Post Office is not 
in any sense part of its income from taxation. 
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impose on members of the community, in the 
facility with which they can be collected, and in 
the net return that they bring into the coffers of 
the State. Some taxes are “ bad ” because they 
cause much hardship, or great inconvenience, or 
involve considerable expense and trouble in 
collection, yielding only a small net return to the 
State. 

Attributes of “ Good ” Taxes 

A “ good ” tax must conform with certain recog¬ 
nised principles or canons. First, it must be 
equitable ; the sacrifice involved must fall as 
equally as possible on rich and poor. This does 
not mean thac rich and poor should pay the same 
amount of money or the same proportion of tax in 
relation to their income. A tax of £i would mean 
little or nothing to a rich man, but would be a real 
burden to a poor man; a tax of 6 d. in the £ 
would be a greater burden to a poor man who had 
to pay 50s. on £100 income, than it would be to a 
rich man who had to pay £50 on his £2,000 income. 
The sacrifice represented by a payment of 50s. 
by a poor man will usually be greater than that 
represented by a payment of £50 by a rich man. A 
fair tax system, consequently, should take less 
proportionally from the poor man than from the 
rich man. 

Another important attribute required of a good 
tax is that it shall be certain —everyone must 
know what he has to pay, and the State must 
know what it has to receive. It would be most 
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annoying to the individual, and detrimental to 
business, if a tax was indefinite and provision 
could Hot be made at the proper time to meet the 
tax payment because of uncertainty as to what it 
might be. 

Good taxes are also convenient ; they are levied 
at a time most convenient to the taxpayer, and they 
should also be economical —the less it costs to 
collect a tax, the better it is from the point of 
view of the State and of the individual as a member 
of the State. 

A tax should also produce sufficient revenue to 
justify its imposition. Hence, one large tax 
which is known to be productive is preferable to 
several small taxes which are inconvenient or 
annoying to the taxpayer, and which involve 
much time and expense in collecting. It is an 
advantage, too, if it is possible to increase the 
rate of a tax without harmful effects in order to 
meet sudden or exceptional demands for revenue. 

Direct and Indirect Taxes 

In this country, equity in taxation is achieved 
by using a combined system of taxation involving 
what are known as direct taxes and indirect taxes. 
A direct tax falls directly on the person who is 
intended to pay, as for example the income tax, 
the motor-car tax, dog and wireless licences and 
stamp duties. Of these the most important are the 
income tax, which in this country is imposed on 
all incomes over a certain figure (see below), sur¬ 
tax and death duties. 

Ci 2 —licon. 
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Indirect taxes, generally in the form of custom 
and excise duties, comprise duties on tea, sugar, 
tobacco and other commodities. They are paid 
in the first instance by importers and manu¬ 
facturers, and are passed on to the consumers in 
the prices charged for the goods. In this way, 
even the poorest people who are exempt from most 
direct taxes, and in particular from the income tax, 
are made to contribute something towards the 
national revenue. 

Taxation at the Source 

A tax is not to be regarded as " indirect " 
merely because it is collected from one person who 
pays on behalf of another. For example, our 
Property Tax (Schedule A) is collected from the 
occupiers of premises, but in cases where the 
occupier is not himself the landlord, but a tenant, 
he is allowed to deduct from his next payment of 
rent the amount of tax paid by him to the Govern¬ 
ment. 

The same principle of taxation at the source 
(as it is called) is also extensively applied in con¬ 
nection with our income tax. For example, all 
companies and corporations are required to deduct 
income tax from dividends paid by them, and to 
pay the proceeds to the Collector of Taxes. The 
Government is paid tax at the full rate in respect 
of every such dividend ; and, if the person who re¬ 
ceives the dividend is not legally bound to pay the 
tax under the law actually in force, it is his business 
to claim repayment from the State. The original 
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payer of the tax is, in effect, an unpaid agent of 
the State, for the purpose of collecting the tax. 
Clearly, this arrangement is a particularly con¬ 
venient and economical one for the Government, 
which collects in large amounts instead of in a large 
number of small amounts, and, at the same time, is 
afforded important safeguards against tax evasion. 


Income Tax 

The most important tax in the British fiscal 
system is the Income Tax, which is levied on all 
incomes above a certain exempted minimum, 
subject to certain allowances to avoid hardship 
in particular cases. Thus relief from a certain 
amount of tax is granted to married men in 
respect of their wives, while allowances are made 
to persons who have to support children or 
dependants. Earned income is taxed less heavily 
than unearned income, and the rate of the tax 
per £ increases as the total income increases, 
because people with higher incomes can usually 
afford to pay more than proportionately. 

The tax has proved to be a sound financial 
instrument. It can be easily raised or lowered 
to meet the needs of the Exchequer. It conforms 
closely to the ideal of all taxation that persons 
should contribute to the coffers of the State in 
proportion to their ability to pay, for the income 
of an individual is the best single criterion of such 
ability. Also, the tax is borne by the person who is 
intended to bear it, and it cannot be s 11 tec 
easily on to another person. 
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The tax on income has certain disadvantages, 
however. It does not make full allowance for 
the circumstances of particular individuals. When 
commodities such as tea and sugar are taxed, 
the individual who buys these articles buys only 
what he needs, so the tax that he pays in the price 
of the articles is related to his ability to pay. 
Income tax, however, must be paid by everyone 
according to the fixed scale, with certain allow¬ 
ances, e.g., for dependants, but there are no allow¬ 
ances for such circumstances as permanent physical 
disability or ill health, which may render a given 
amount of income of less value to one individual 
than the same amount would be to another. 
Another objection to the income tax is that it is 
possible to evade the tax by making false returns, 
or by resorting to various devices to circumvent 
the law. Further, the income-tax payer is always 
conscious of and disturbed by the fact that he is 
paying away money, whereas he does not notice 
the payment of indirect taxes such as are imposed 
on tea and sugar. 

Surtax 

Surtax prorides for the taxation of all income 
above a certain figure at a rate higher than the 
standard rate. The principle underlying this 
form of taxation is that of the diminishing utility 
of incomes over a certain figure, and its object 
is to secure a more equitable contribution to 
taxation from those who are the more fortunately 
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situated. The general objections to high rates 
of income tax apply here also. 


Taxation and Production 

The volume of production in a community 
depends on the amount of work done and on the 
amount of saving that has taken place. Pro¬ 
duction requires labour and capital, and the more 
there is of each, the greater will be the volume of 

production. 

A good tax system should not harm the pro¬ 
ductive process, though it should operate to reduce 
the inequality of incomes. It may be that these 
two aims are mutually inconsistent, but this 


cannot be proved. 

The ability to work and save will greatly in¬ 
fluence the volume of production. Taxation that 
reduces the worker's ability to work will be harm¬ 
ful to production. Small incomes and necessaries 
of life should, therefore, be exempt. The exact 
demarcation of the exemption limit is a matter of 
difficulty, but the principle is sound, the limit 
depending on the cost of living necessary for 


efficiency. 

Ability to save depends on the margin left after 
necessary expenses are met. Any taxation whic 1 
is paid out of what would otherwise be saved does 

in fact reduce savings. Clearly, the ar 6^ r P ar 
of saving is done by the rich, since they have a 
large margin. Taxation of the rich, therefore 
reduces savings, although it must be remem ere 
that the State may use the proceeds in production. 
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It is very difficult to estimate the effect of 
taxation on different persons as regards their 
desire to work and save. Some people who are 
taxed will work harder in order to maintain their 
net income; others will not think the extra effort 
worth while and may work less hard. Even if 
people do desire to alter the amount of work 
done, they cannot always do so, because most 
workers are under contractual engagements as 
regards hours. It is possible that the independent 
entrepreneur may consider that some project is 
not worth while undertaking because his profits 
will be highly taxed. The effect of taxation on 
willingness to work and save thus depends on 
the individual nature and the individual outlook, 
so that very little can be said except that very 
heavy rates of taxation will probably check pro¬ 
duction in some way. Although business men 
firmly believe something of the kind happens, it is 
difficult to discover actual cases. 

While business men are prone to exaggerate the 
effects of a high income tax upon industry, it 
cannot be denied that a high tax does have adverse 
psychological effects on enterprise, and that 
reductions in the rates of tax tend to be followed 
by beneficial effects on industry because of the 
greater confidence created. 

Those who oppose a high income tax sometimes 
argue that the tax is passed on to the consumer 
in the form of higher prices, with the result that 
demand is reduced and trade adversely affected. 
This argument is unsound, however. Price, as 
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we have seen, is determined by supply and demand, 
and profit is made after the product is produced, 
so that a tax on that profit cannot influence the 
prices of goods that have already been sold. 

Income tax does, however, represent an appro¬ 
priation of part of a person's purchasing power, 
and for this reason he may reduce either his pur¬ 
chases or his savings, with consequent adverse 
effects on industry in either case. A further 
point is that all the profits of a business are sub¬ 
jected to income tax, including that portion which 
is placed aside as a reserve for contingencies or as a 
means of further strengthening the business, and in 
so far as these amounts are reduced by mcome 
tax, industry suffers. 


Government Borrowing 

Modern States, when faced with exceptional 
social service programmes or with enormous 
war expenditure, cannot possibly meet all their 
expenses from the proceeds of taxation Any 
Government that sought to do so would have to 
impose such a high rate of tax in order to bring in 
the necessary funds that it would create discontent 
among the people, check production and risk in¬ 
ternal revolt. Most Governments which are faced 
with exceptional expenditure, therefore, resor o 
borrowing, and so are enabled to keep t e r ^ e o 
taxation down to a level that is not cyon 


capacity of taxpayers to pay. 

A sound principle adopted by modern Govern¬ 
ments is that regular and recurnng expenditure 



208 


TEACH YOURSELF ECONOMICS 

should be met out of taxation, but that extra¬ 
ordinary expenditure, such as necessitated by war 
or an armaments programme, should be financed 
by short-period borrowing or long-period loans. 

A short-term loan, as its name implies, is one 
that is repayable within a short time, e.g., three 
months; a long-term loan is repayable only after 
a lapse of years. 

In deciding which of these two forms to adopt, 
the Government must be guided by the situation 
at the moment. Temporary loans (sometimes 
called unfunded debt) are best when rates of 
interest are high, for the State would be unwise to 
enter into long-term obligations (funded debt) at 
high rates when there is a possibility of a fall in 
the rate. When rates are low, the opportunity 
should be taken to issue long-dated loans for the 
purpose of repaying floating debt incurred at 
higher rates of interest. There is usually no 
difficulty in issuing long-dated loans in times of 
low interest rates, for investors cannot find other 
outlets for their money, and a Government loan 
offers a long, secure investment. 

It is a sound principle that a nation's unfunded 
debt should not be too large in proportion to the 
funded debt. The great evil of floating or un¬ 
funded debt is that it is likely to get out of hand; 
the Government responsible may too easily draw 
on the available resources of the money market 
and find itself saddled with a large debt that is 
repayable in a very short time. Moreover, if the 
available supplies of short-term funds are absorbed 
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by Government borrowing, the operations of the 
money market are severely handicapped, while at 
the same time the Government deprives itself of 
a source from which it can readily obtain funds in 
emergency. 

The Burden of Government Loans 

To understand the burden imposed upon a 
nation by the existence of a large National Debt, 
as the total public indebtedness is called, a dis¬ 
tinction must be drawn between loans made to a 
State by foreigners and loans made by its own 
citizens. 

Where the loan is an external one, then the 
borrowing Government has to pay people outside 
its boundaries not only interest on the loan, but 
also the principal when the loan is repaid, and 
the people so paid, i.e., the creditors, can use the 
money to obtain goods and services from the 
borrowing country. If the borrowing country 
has used the borrowed money to create more 
productive goods (say, railways), then it will ulti¬ 
mately gain. Otherwise an external loan leads 
to a net burden, as will clearly be the case where 
the loan is used for unproductive purposes, e.g., 
to finance a war or internal revolution. 

The position is different where a Government 
borrows from its own citizens, for the payments 
it makes to the bondholders merely result in a 
rearrangement of income within the country. 
Money is received from taxpayers and trans errec 
to bondholders, possibly the same people. 
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It cannot, however, be said that an internal 
debt for unproductive purposes, e.g., a war, leads 
to no harmful effects. For one thing, the resources 
that were used in producing armaments could 
have been used in budding houses, bridges, 
hospitals and so on, in which case both the present 
and future generations lose benefits they might 
have received. Secondly, a Government that 
has to meet heavy interest payments out of the 
annual tax receipts is usually reluctant to raise 
taxation to a level necessary to meet the interest 
charge, and, only too frequently it falls back on a 
curtailment of its expenditure on social services, 
with ultimate disadvantages to the community 
as a whole, but more especially to the working 

classes. 


Local Authorities 

Apart from the functions discharged by the 
central Government, local authorities also perform 
important functions and require considerable 
revenue to meet their expenses. The bulk of this 
revenue comes from local taxation, which takes the 
form of rates levied by local authorities on the 
occupiers of buildings and land at so much in the 
£ on their value. Such property is assessed at a 
rateable value, based on the annual rent the property 
might be expected to yield, less certain annual 
charges, such as insurance and repairs. 

The services received by people who pay rates 
are more easily identifiable than are the services 
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received in return for the payment of national 
taxes Rates are used largely for improving the 
amenities 0} the locality in which the rates art: paid 
—for supplying street lighting, sanitation, roads 
bridges and water. Hence, it is maintained that 
the size of the property on which rates are imposed 
is a fair indication of the benefits received, and 
that rates should therefore be in proportion 
he vie of the property taxed. Further since 
the value of occupied property may be taken to 
va^v with the means of the occupier, rates levied 
according to that value are regarded as a measure 

of the occupier’s ability to pay. 

It is not difficult, however, to suggest cases 

where the value of the property bears little mlatio 

to "HU "r y rrincome. 6 but may 
find it necessary to maintain a large house because 

Batfexs* Si S 

income on other things-a for msUnce^ 

In the case of business premises, too the nrt 
nf the business carried on may lead 

£££££ >* TT. 

«* sta 01 prorolM. "“““V “ J , 

txr": 

SoTowdi, may mc.i.o a mo.h W ‘"»™ 
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In view of such inequalities arising out of the 
fact that the value of the rated premises bears little 
relation to the income of the occupier, local 
taxation cannot be considered as conforming with 
the rule of ability to pay, except in a very general 
way. On the other hand, it meets the canons of 
convenience and economy; rates are easily levied 
and are usually collected with little difficulty. 


TEST EXERCISES 

Every reader should be able to deal successfully with 
the following exercises. 

CHAPTER 1 

problem*^ I! - 

irjjivhiual t^decide \vhetheVa a pr^pose^course^f I condiK; I t 

an 4. P A^w would youexp'lain to a friend the benefit you w 

hope to obtain from ^J^d^yTh? system of private 
5 . What do you understand y \ State owner- 

CHAPTER II 

1. What do you u " der ^med y S u^h r an a impo l rtant ' 

Why has the conception assumea ^ 

* >1 ^ Ce wh^°do , you t understand by elasticity of demand^ 

vliu^^uSffls^-te^ the vanous 
lines open to him ? discuss it from the economic v 

,tid^ n *« °< * be " 

b ^ a ^Smkr d eSid‘“ control production." How - 

far do you agree with this state-nun 

CHAPTER HI 

I. What do you understand by thTutver Thames; 
regard the following as capital. (a) a surge on's 

lb) the deeds of a house; (r) a house. V 

Ski 2 11; X? ^tfuTd'iflercnce"between " productive ” and 
\/ * 2'3 
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•'unproductive” labour? In what class would you 
place the following : (a) a porter in a railway station; 
(6) a cotton spinner; (c) a shop assistant; ( d) an opera 
singer; (e) a soldier; (/) a tennis player; (g) an actor? 

I ” Land is on a different footing from the other 
agents of production ” (Marshall). What are the 

differences ? . . . 

4 For what service does the entrepreneur receive his 

reward? How is he related to the other factors of 

production ^ understand by the Law of Diminish¬ 

ing Returns ? ' How does it aflect (a) the growing of 
foodstuffs; (b) the production of manufactures; (c) the 
production of minerals ? 


CHAPTER IV 

1. What is meant by the division of labour? What 
are its effects on production and on the workers ? 

2. Why is the size of the typical business unit small 

in some industries and large in others ? What do you 
understand by the representative unit ? . 

3. What factors are responsible for the localisation of 

industries ? . 

4. What do you understand by the Law of Increasing 

Returns? . 

5. What are the advantages to be obtained from pro¬ 
ducing on a large scale ? Arc there any limits to these 
advantages ? 

CHAPTER V 

1. Distinguish between prime and supplementary 
costs. Show the importance of this distinction in 
relation to (a) railway rates and (6) dumping goods on 
foreign markets. 

2. What do you understand by elasticity of supply? 
Why is supply elastic in some cases and not in others ? 

3! What does the business man mean by cost of 
production ? In what circumstances, if at all, would he 
be prepared to sell below cost ? 

4. Do you agree that earthquakes and war are good 
for trade since employment is increased? 

5. Discuss the relation between cost of production 
and price. Consider the case of (a) strawberries; (6) 
houses; (c) an '‘old master.” 
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CHAPTER VI 

t Reconcile the following statements : 

(a) The value of an article depends on supply and 

de ^ n The value of an article approximates to its 

“ (c) The^eo"' an article is determined by its 
marginal utility. silver is not, show 

how it ^thatsiltiriess 

^od^tf^^he^urmasuet fulfil these 

conditions? „ vinc that demand and supply 

4. What is meant,X?um ’ Describe the process by 

a P^cllele J‘reached m in the 

they likely to 

coincide ? CHAPTER VII 

1. What do you understand by a monopcdy • an 

the effect of a monopoly on the hxin e o 

article. ... n . n < a monopolist and a com- 

2. Compare the positions o he f l actors influencing 

peting producer with regard market, and (6) the 

the output each will pla market price. 

extent to which each can affect cons idcr that a 

3 . In what a£ the essentials of a 

monopoly is justifiable < 

m T&,l do you understand by dumpmg ? ? Why do 
manufacturers find such aFjyP {rQm the competing 
5. " The monopolistis."“riLmuni profits.” h>*. 

CHAPTER VIII 

, Q " Explain this state- 

1. " Money is as money docs. - P 

ment. , . t u e demand for money and 

2. What factors determine tb changes in the 

the supply? What is the effect 

velocity of circulation of money . ^ industrial nation 

3. Which is more hkely to ben t £a iiing prices ? 
-1 period of rismg prices or a peno 
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4. What are the difficulties of barter? Discuss the 

functions of money. , , -> ^ 

e What are the functions of a modem bank. fc^ti- 
mate the economic importance of banking to industry. 


CHAPTER IX 

1. What would be the effect on rent of— 

(а) An improvement in agricultural methods; 

(б) An improvement in transport; 

(e) An increase in population ? 

2 What do you understand by economic rent ? Is 
the’ term applicable to the payment made for the 
occupation of a dwelling ? 

, Examine the plea of the shopkeeper in a main 

thoroughfare that he is compelled to charge a higher 

price than shopkeepers in back streets because he pays 

a higher rent. . . t 

4 ** Economic rent, both rural and urban, arises from 

the same cause.” Consider this statement. 

c *' Rent is a surplus.” Explain this statement, 
showing how rent emerges, what determines its amount 
and what is its relation to cost. 


CHAPTER X 

1. To what extent can a trade union raise the wages 

of its members ? . . . 

2. Do you agree that a person s income is not what he 

gets, but what he consumes? 

V Why do skilled workers normally receive higher 
wages tlian unskilled workers ? How do you explain 
the fact that in times of depression a dustman receives 
higher wages than many skilled engineers ? 

4. What would be the effect on wages of— 

(а) a steady decline in the size of working class 

families; . .... . 

(б) a cheapening of the necessaries of life i 

5. What principles govern the determination of wages ? 
Account for differences in wages in different occupations. 


CHAPTER XI 

1 What factors determine the rate of interest ? What 
would be the effect of a fall in the rate of interest on the 
prices of (a) land; (b) port wine; (c) houses ? 
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^ 3BJSX S «« SfSW? 

” f Wha n r r Sct S ors Ur det S ennme the accumulation o. 

“f Vs'there any economic justification for the payment 
of interest on loans ? 

CHAPTER XII 

to' capital 3 - n V'°*' S 

P % d What elements constitute Gross^Ehofits^P^Whic 

^* dustries: (i) the sam 
lnd 3 US ^hIt are Profits P Show how ^=y emerge ^and 

the nature of the “rvice rendered hytn^ 

“ 4 t0 ' Profit^ 1 ” e a^ys tending £ become smaller. 

D t"^t S is S »erence,^0^-interested pmfitsP 

How would you distinguish b ‘we thc rece iver of 

formed by the receiver of interest a 

profit? chapter xui „ ns 

What is meant by the fo \ h *coun*?? to 

must pay for imports t 1S ? v 

import more than it ex P° c " s hptween different nations ? 

r Why does Wf e n f,,xchange between two currencies 
2. How is the rate of exchange u 

determined in the long run- ^ infant industry ■ 

4 . What do you u “^^jLX c ting such an industry 
Consider the desirability of protecting 

ag f ^‘yo^Ser thLut is possible for a country to 
be self-sufficing ? 

CHAPTER XIV 

a • every new tax 

I. " Every old tax is a this statement, 

begins by being a bad tax. 
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2. What are " rates *' ? Do you consider that local 
taxation conforms with the rule of ability to pay ? 

, Which do you consider to be the essential functions 
of a modern State? What other functions may it 

assume ? , , , 

4. What are the principal sources of national revenue i 

Compare taxation and borrowing from the point of view 

of their effect on production. . . 

5. What is a tax? Do you consider the British 

Income Tax conforms with the principles of a good 
tax? Consider the business man’s view that a high 
income tax is a burden on industry. 
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order to learn how to do their own job more efficiently. 

(6) In order to learn a language. The motives may be 
business necessity, or to get the most out of a holiday abroad 
(when it is possible), or purely cultural or for an examination. 

(7) As part of a self-imposed task of further education. 
Men and women in all parts of the world are striving to 
better themselves. Again the motives can be very varied 
and none of them is bad. The most common is based on 
the very true belief that continued education will help a 
man to earn more money. Another springs from the 
unadulterated desire for more knowledge so as to be able 
to take a greater interest in the day to day events at home 
or in the outside world. 

(8) For pure enjoyment and recreation. It is almost 
impossible to say where the dividing lines are between 
sports, pastimes, recreation and hobbies. A stran S e 
might think that football, cricket, football. P°° ls * n n 
betting generally are the only pastimes of the British nation. 
But lie would be very wrong. Present-day restnctior^, 
shorter working hours and less easily obtainable enterta 
incut have combined to make one of the outstanding 
features of these post-war years the enormous increase in 
the time given to worth-while hobbies. The hobby ma> 
be carpentry or needlework or cooking or gardening, bu 
it might equally well be a study of philosophy or a particular 
period in history or calculus or a language. 

Which of these eight purposes has prompted you to interest 
yourself in a Teach Yourself Book ? Or have you a ninth 
which you could tell us about? There needs to be a very 
close association between those who write and those who 
read these books, so your comments can be of great \ alue 
to us. Anyone who is prepared to give his r rccl0US 
and energy to self education deserves to have only the best 

and most useful books. . . « 

We have found the teachers who can see what is wanted 

and put it down on paper. The authors of the Teacli 

Yourself Books are nearly all in the teaching profession 

themselves. And they are faithful to their profession 

There is no easy way round to the goal of knowledge, but 



the search after knowledge can always be made 

bv a teacher who is in tune with his pupils. That is another 

r^ouwhy we are always interested to hear r^y^tes 

who have genuinely worked through any of the leacn 

YourseU Bo g ok n s U Suggestions for nnprovement not.f.caUon 

of printing errors, plain criticism, straightforward appreci 
ation are all equally welcome. 

In the pages that follow, we 
books in the series at the present time. At any b i e 

=r54S« 8= 

planned for the future. „ ronv G f the 

The most sure and certain way of g» tt g‘ > • 

asawss tsca.-'4*»- s- 

as the new edition becomes available. 


languages ^ Tt 

These courses have been enormously successful "JJ 1 "• ^ablc thc'ftudcnt to 
general idea of the... (though this has to ’' hc inillv ,dual books prov.de 

learn the language without any help °^ er _ Exerel>CJ ,„«j a Key 

Pronunciation— Grammar—Vocabulary , ully rt .plated to the 

arc in nearly every case 1““? J bJthVit and wisdom to be found there 

HVfrAffp student s capacity—and often tn< rt 


die ill i y -- ' • . #kw __ 

average student's capacity—and often there 
The languages taught are : 

ARABIC A. S. Tuition, d.litt. 

CHINESE H. R. Williamson, m.a ,D.o.. 

o.Lirr. <7/<* " e ‘> 

DUTCH H. Kool.iovem 

ENGLISH GRAMMAR 

Gordon Humphreys, m.a. 

FRENCH Sir J. Adams, m.a., ll.d.. and 
Norman Scarlyn Wilson, m.a. 

EVERYDAY FRENCH 

Norman Scaklyn Wilson, m.a. 

GERMAN Sir J. Adams, m.a., ll.d. 

MORE GERMAN 

Sydney \V. Wells, d.a. 

GREEK F. Kinchin Smith. u . K..and 

T. W. Melluish, m.a. 

ITALIAN Kathleen Speight, m.a., 

M.LITT., DOTT.LETT. (rLOUENCF) 


LATIN W. A. Edward, m.a. 

revised by F. Kinchin Smith, m.a. 

Norwegian i. 

and A. SOVIMERPELT, d.es.l., w.t 

PORTUGUESE ^ ^ Darkeb> m.a., pii.d. 
RUSSI M N ax.«.l.an 1-oukman. tL 

SPANISH NOBMAN StARLYN W.LSON, 

SWEDISH R. J- McClcak, m.a.. n r....- 

Other Language Courses coming, which 
you can order now. are . 

M. B. LEW.S, M.A. (7/6 

Mary CohuridGE, ph.d. 


MALAY 

POLISH 





MATHEMATICS 

There arc six volumes ready so far. five e^ering sep^tcs^cial subjects. The first 
volume is a general one covering basic arithmetic. It is called. 

TEACH YOURSELF MATHEMATICS John Davidson, m.a. and E. T. Moore. m.a. 

KSffSSSSSSSS 

W.i. Mr. Abbot teaches you:, 


ALGEBRA 
MECHANICS 


GEOMETRY 

TRIGONOMETRY 


CALCULUS 


ECONOMICS AND BUSINESS 

In this wide and important field of education five basic subjects are already provided. 
They arc: 


SHORTHAND The Greco System 

Taught by Ernest VV. Crockett and 
F. Addington Symonds 

TYPEWRITING Pitman’s College 

SALESMANSHIP S. A. Williams, m.a. 

BOOK-KEEPING 

Donald Cousins, b.com., a.c.a. 

ECONOMICS S. Evelyn Thomas, 

B.COM., PH.D.(LOND.), P.C.S.I. 

PITMAN'S SHORTHAND 

Pitman's College 

Each Book costs 4/6 net 


Other subjects for which courses are m 
preparation and which you can order now 
are: 

BUSINESS ORGANISATION 

F. J. Wright, m.sc.(econ.), b.com.(lond-) 

COMMERCIAL LAW Pitman's College 

SECRETARIAL PRACTICE 

Pitman s College 

and for every office desk we usually have 
in print: 

THE E.U.P. READY RECKONER 

COMMERCIAL ARITHMETIC 

J. H. Harvxy, b.com. 


the sciences 


Tn this field of study which is wide and diverse, the Home Student will find the English 
Universities Press provides clear lessons, equivalent to a complete introductory course, 

BIOLOGY 


Mary E. Phillips, b.sc., and L. E. 
Cox, b.sc., p.l.s. 

CHEMISTRY James Knight, m.a., b.sc., 
and G. Bruce Macalpine, b.sc. 

GEOLOGY 

A. Raistrick, m.sc., pii.d., m.i.min.e. 
PHYSICS 

W. Railston, m.sc., ph.d., imnst.i*. 

PSYCHOLOGY 

W. E. Sargent, m.a., b.d., ph.d. 


PHYSIOLOGY c 

David Le Vay, m.s., f.r.c.s. 

PHILOSOPHY 

C. E. M. JOAD, M.A., DA1TT. 
METEOROLOGY " Aeolus’* 

ANATOMY David Le Vay, m.s., p.r.c.s. 
FLYING Nigel Tangyb 

ELECTRICITY C. W. Woman, m.i.e e. 
and in due course, among other subjects, 
you will be able to Teach Yourscll: 

ARCHAEOLOGY 

ASTRONOMY 


Each Book costs 4/6 net and is xceU illustrated 



homecrafts and household 

management 

This section o« the - Teach Vourse.™ 
designed to impart a sound, practical work.ng know leog 

DRESSMAKING I.Hokser PHOTOGRAPHY 

C SS White and Jessie R. Watson 

EMBROIDERY Marv Tho>,AS 

HOUSEHOLD ELECTRICITY 

Caroline Haslett, d.d.e., comp.i.e.e. 

GARDENING R. Sudeia. a.r.h s 


Fach Book costs 4 '<> 


VJ I rw\i 1 • ■ 

Stanley W. Bowler, p.R.p.s., p r s.a. 
BEE-KEEPING A. N. Schofield, ll.m. 
CARPENTRY Charles H. Hazard 

together with an invaluable >ncnd-.n-nccd: 
THE E.U.P. HOUSEHOLD DOCTOR 

net and is ureU illustrated 


foundation books a N° 

SPECIAL SUBJECTS 


, , on Soecial Subjects any one of Which may help 

Some Foundation Bocks and some books Spc 

. . „ ,_ _ «-• /“ 1 iTIrrKJIS 1 

you in your chosen career. 


T „ E STUDENT’S ^GUIDE^^^ _ 

TEACH 

TEACH YOURSELF TO THINK^ y a 
T«CH YOURSELF 

TEACH YOURSELF ®JOOB« A U *L 

Kathleen Baron, u.a. 
TEACH 'OU.SRF TO > i 

TEACH YOURSELF FUBUC^SPEAKING 
THE E.U.P. SPEAKER AND DEBATER 


BELL'S STANDARD ELOCUTIONIST 

TEACH YOURSELF GEOGRAPHY 
TEACH KlSGStANl*. D.A..d*« 

W. B. Coknisii.u a. 

TEACH YOURSELF TO TEACH ^ ^ 
teach youkself todraw ^ 0 

■<^g*£%gSZSS52**»» 

TEACH YOURSELF^MUSIC^^ a.r.a.m. 

TE Ausic 

GREEKS Elsie U. Hekro*. m.a. 

STAMP COLLECTING F. J- Mllvillb 


llnttk COStS 4 ft nft 


spoRTS — 

A new "Teach Yourself” enterprise in respon. 

subjects are: B ,euiNG Richard Waddington 

CHESS ^RN-aaS = 

SAILING c. Tyhrrll Lew.s w.ll be sent . 

AMATEUR ACTING J OIIN BoUKWE ri “ ■ 

Eack Book costs ^net and is.eU illustrated 


FARMING 


Three years ago the English Universities Press planned as part of die Teach Yourself 
Series a fanning library, which would make a real contribution to the work of all farmers. 
Dr. S. Graham Brade-Birks, the eminent soil scientist, directs the enterprise. The subjects 

in this library are : 


GOOD FARMING (The Key Volume) 

V. C. Fishwick 

GOOD GRASSLAND 

D. H. Robinson, fh.d., b.sc., n.d.a. 

GOOD SOIL S. G. Brade-Birks. 

M.SC.(MAKC.), D.SC.(LOND.) 

GOOD FARM CROPS 

A. W. Oldershaw 

GOOD FARM WORKMANSHIP 

D. V. Fletcher 

GOOD FARM BOOK-KEEPING 

A. C. Campbell 

GOOD MILK FARMING 

H. G. Robinson, m.sc. 

GOOD PIG KEEPING N. L.Tisley 

GOOD CONTROL OF INSECT PESTS 

S. G. Jarv, b.a. 


GOOD AND HEALTHY ANIMALS 

J. D. Paterson, m.r.c.v.s. 

GOOD FLOWER FARMING 

P. E. Cross 

GOOD FRUIT FARMING 

C. R. Thompson 

GOOD POULTRY KEEPING 

C. E. Fermor 

GOOD MARKET GARDENING 

G. H. Tawell 

GOOD FARMING BY MACHINE 

H. J. Hire 

GOOD CONTROL OF PLANT DISEASES 

H. H. Glasscock, m.sc. 

GOOD SHEEP FARMING N. L. Tinley 

Most of these volumes are ready, but 
you can order now from vour bookseller 
those which arc nbt available and they will 
be sent to you when published. 


BUILDING 

Mr E. G. VVarland, M.I.Struct.E., the Head of the Building Department, Technical 
College Liverpool, has planned these books to cover all building methods and practice 
together with certain allied subjects. The first ten books, each one a complete course, 

arc : 


PLANNING AND DESIGN 

J. Watson Cadr i , f.r.i.b.a., 

M.I.STRUCT.E. 


CONSTRUCTIONAL DETAILS 

D. E. Warland 


BRICKWORK 

JOINERY 

ROOFING 

PLUMBING 


E. L. Braley, m.r.sas.i. 

T. O. Howard 
J. Lee 
A. M. May 


QUANTITY SURVEYING 

C. A. Perry, a.r.i.b.a. 

HOUSE REPAIRS M. Stuart 

ELECTRICITY IN THE HOUSE 

J. E. Mackarlane, d.sc.(kng.), 

M.I.E.E., A.M.I.MECH.E. 

GAS IN THE HOUSE R. A. Woodrook 

Nearly all these titles are available but 
those not ready can be ordered now for 
future delivery. 


Each Book costs 4/6 net and is trell illustrated. 



TEACH YOURSELF HISTORY 

Hus self-teaching scheme is directed by A. L. 

of All Souls College. Oxford, supported by »' S ‘ffiSirmariT The 
historians already well-known, and younger historian P Y . i#»'»diotr historical 

idea of the scheme is to teach historyby way.>f 
figures to open up the most important themes o • • ar u * 0 the study of the 

give you by means of a biography of ^ >T J| t ‘. l }!it of The Puritan Revolution in 

Russian Revolution; through a life of Cromwell that ol me run^ ^ lhc Dlodcro 

England; through Captain Cook a view of . ? t thc vicissitudes of the 

world. Through a life of Clcmenceau you vn\ g P. France As thc series fill" 
Third Republic, so ncccssaiy to the mm.ber of lives of 

out, we hope to cover whole tricks of history . t 1 * ., of oi thc United SUtcs 

5 the "British KSU by Mr. KowU. is called 

If H which S Dr 0 G. M. T^velyan. O.M.. has wntten : « Mr^J 
I have ever seen of the educative effect of history on the mind, ana pa 

political judgment of thc reader." 

THE OTHER VOLUMES READY OR NEARLY SO ARE 


Britain and thc Commonwealth 

JOHN WYCLIFFE and the Lollards 

K. B. McFarlane 

HENRY V and the Invasion of Franco 

E. F. Jacob 

CRANMER and the English Reformation 

F. E. Hutchinson 

QUEEN ELIZABETH and Her Age 

A. L. Rowse 

RALEIGH and the British Empire 

D. B. Quinn 

CROMWELL and the Puritan Revolution 

Mary Coate 

MILTON and the English Mind 

F. E. Hutchinson 

WESLEY and the Methodist Movement 

Norman Sykes 

CHATHAM and the British Empire 

Sir Charles Grant Robertson 
COOK and the Opening of the Pacific 

J. A. Williamson 
WARREN HASTINGS and British India 

Penderel Moon 

LIVINGSTONE and Contral Africa 

Jack Simmons 

GLADSTONE and Modern Liberalism 

J. L. Hammond 

BOTHA. SMUTS and South Africa 

Basil Williams 

GANDHI and Modern India 

Guy \Mnt 

Europe 

INNOCENT III and the Medieval Papacy 
A. Hamilton Thompson 
JOAN OF ARC and the Recovery of 
France Alice Buchan 

ERASMUS and the Renalssanco 

Margaret Mann I hillipn 
GUSTAVUS ADOLPHUS and the Thirty 
Years* War Raymond Carr 

RICHELIEU and the French Monarchy 

C. V. Wedgwood 


LOUIS XIV and tho G^VceMmle" 
MARX. Proudhon 

BISMARCK and thc German £"P'. r * R|L1 
CLEMENCEAU and *. Third 
VEN.ZELOS and Modern ^^okhato 

America 

BOLIVAR and the Independent, of 

Spanish America nimorraev 

JEFFERSON and American Democracy^ 

ABRAHAM LINCOLN and, ^UMt.d 

•Sr w,lso £ .tmbss 

Russia and the East 

MARCO POLO and the 

creA'OT 

Expansion of Russia^ Tl|OMSOK 

PUSHKIN and Russ.an Utorature , ^ 

LENIN and tho *"**£££*£ Hlt-L 

Ancient History 

PERICLES and Athens ^ R nd ' the 

ALEXANDER THE GREAT an 

*M5eWJ- the jg. S 

AUGUSTUS and 

CONSTANTINE and 
Europe 


Each Hook costs 5 /- net with snaps and front,spucc 


These other “Teach Yourself ' 
books will help you towards 
a successful business career. 


TEACH YOURSELF BOOK-KEEPING 

By 

DONALD COUSINS 
45. 6 d. net 

“ It is naturally intended for the beginner, and it does not 
make the fatal mistake of attempting too much. Neverthe¬ 
less the careful elimination of inessentials leaves room for 
extremely lucid chapters on depreciation, adjustments, 
partnership, bank reconciliation, and petty cash. The 
question and answer method of instruction seems ideally 
suitable here, but that may be due solely to the searching 
nature of the questions—evidence of the author's wide 
teaching and examining experience." 

The Times Educational Supplement. 

TEACH YOURSELF SALESMANSHIP 

By 

S. A. WILLIAMS 
45. 6 d. net 

"The author has specialized in preparing young people for 
careers in West End stores for some years, and what he has to 
say about salesmanship is derived from wide knowledge of 
the subject. His book is brightly written and covers almost 
every aspect, with chapters on the treatment of potential 
customers, skill in salesmanship, the display and demonstra¬ 
tion of merchandise, sales talk, and hints on dealing with 
complaints.” The Times Educational Supplement. 







TEACH YOURSELF SHORTHAND 

(The Gregg System) 

By 

ERNEST W. CROCKETT 
and 

F. ADDINGTON SYMONDS 
45. 6 J. net 

“ Here is presented a most attractive and scientific method 
of shorthand study—one which appears to have overcome 
completely the 4 swot and drudgery ’ clement. 

“One particularly attractive feature is that the authors 
advise and instruct on the use of specdwriting from the very 
beginning. 

“ Method of study, method of penmanship and 4 psycho¬ 
logical approach ’ are sensibly dealt with, and the instructions 
to each lesson are clearly and simply stated without lacking 
comprehensiveness. An entire system in one small \Jook. 
Learning shorthand this way should be both easy and 
fascinating.” Nottingham Journal. 

TEACH YOURSELF TYPEWRITING 


PITMAN'S COLLEGE 
45. 6J. net 

44 There is not much that the expert authors of this book do 
not know about typewriting and they have trca ^ ^ 

«*«• ™ th “ rcrui aucn K;" 

“TwTb • very good self-tutor for those who are unable or 
do not wish to attend classes for typewriting, and alter wor 
ing diligently through the book, the student s 
thorough grounding in the EJucaIhna , Jour „al. 

practice/* 61 * Writle " ^ ““""^ri Z'm. 







E.U.P. READY RECKONER 


ERIC CROFTS 


4s. 6d. net 


“ A handy ready reckoner of 264 pages, including sections on 
weights and measures; British-metric conversion; fractions- 
decimals; decimals of 1 ton and of £1; cwts. @ ‘ x ’ per 
ton; quarters and pounds @ ‘ x ’ per cwt.; wages or rent— 
quarter, month, week, day @ ‘x’ per year; profit and 
discount; commission; days between dates; simple 
interest; compound interest; formula (interest); and stamp 
duties.” Higher Educational Journal. 


TEACH YOURSELF 
ENGLISH GRAMMAR 

By 

GORDON HUMPHREYS 
45. 6 d. net 


“ A lucidly written account of English grammar based upon 
the eight parts of speech and the analysis of sentences. 
Each chapter contains a great many exercises, to which a 
key is provided at the end. The book will be particularly 
useful to the solitary student.” The Times. 



Other titles in active preparation 


TEACH YOURSELF 
BUSINESS ORGANISATION 

TEACH YOURSELF 
COMMERCIAL LAW 

TEACH YOURSELF 
SECRETARIAL PRACTICE 

TEACH YOURSELF 
COMMERCIAL ARITHMETIC 









